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INTRODUCTION 


This publication gives the notes circulated in connection 
witlt the twenty-ninth and thirtieth meetings of the Standing 
Advisory Committee on Rural and Co-operative credit held 
on 27 April 1965 and 15 June 1965 respectively and the pro- 
ceedings of these meetings. The notes have been suitably 
edited for this publication. The subjects discussed at these 
meetings were as follows: 1) Review of action taken on the 
previous recommendations of the Committee. 2) Scope of 
functions of the Standing Advisory Committee on Agricultural 
Credit. 3) Implementation of the crop loan system. 4) 
Policy regarding medium-term loans for agricultural pur- 
poses. 5) Operation on credit limits sanctioned by the 
Reserve Bank for financing handloom weavers’ societies and 
standards for renewing the cash credit limits sanctioned to 
them by central co-operative banks, 6) Government guaran- 
tee for deposits of co-operative banks. 


The following members, invitees and officers of the 
bank attended the meetings. 


TWENTY-NINTH MEETING 
MEMBERS 


Shri P. C. Bhattacharyya, Governor, Reserve Bank of 
India, Shri M. R. Bhide, Deputy Governor, Reserve Bank 
of India, Shri R. Kanakasabai, Shri B. Majumdar, Shri P. D. 
Kasbekar, Chief Officer, Agricultural Credit Department, 
Reserve Bank of India. 


INVITEES 


Shri V. K. Dhar, Registrar of Co-operative Societies, 
Andhra Pradesh, Shri V. K. Appandarajan, Registrar of 
Co-operative Societies, Madras, Shri V. P. Johar, Registrar 
of Co-operative Societies, Punjab and Shri M. S. Ramnath 
who represented the Textile Commissioner. 
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2 Standing Advisory Committee 
OFFICERS OF THE BANK 


Shri V. M. Jakhade, Deputy Economic Adviser, Economic 
Department, Shri K. C. Cheriyan and Dr. C. D. Datey, 
Joint Chief Officers, Shri P. N. T. Chary, Shri A. N. Vy, 
Shri M. A. Chidambaram, Shri K. R. Gopalaiengar, Shri 
G. S. Shukla, Dr. S. B. Mahabal, Deputy Chief Officers, 
Shri C, G. Ramasubbu, Assistant Chief Officer and Shri R. P. 
Satpute, Rural Credit Officer, Agricultural Credit Department. 


THIRTIETH MEETING 


MEMBERS 


Shri P. C. Bhattacharyya, Governor, Reserve Bank of 
India, Shri M. R. Bhide, Deputy Governor, Shri B. Majumdar, 
Prof. D. R. Gadgil, Shri R. G. Saraiya, Prof. D. G. Karve, 
Shri N. P. Chatterji, Joint Secretary, Ministry of Community 
Development and Co-operation, Government of India and 
Shri P. D. Kasbekar, Chief Officer, Agricultural Credit 
Department, Reserve Bank of India. 


INVITEES 


Shri V. P. Johar, Registrar of Co-operative Societies, 
Punjab and Shri V. K. Appandarajan, Registrar of Co- 
operative Societies, Madras. 


OFFICERS OF THE BANK 


Shri V. M. Jakhade, Deputy Economic Adviser, Economic 
Department, Shri K. C. Cheriyan and Dr. C. D Datey, Joint 
Chief Officers, Shri A. N. Vij, Shri P. N. T. Chary, Shri K. R. 
Gopalaiengar, Dr. S. B. Mahabal, Shri G. S. Shukla and 
Shri A. N. Choksi, Deputy Chief Officers, Shri C. G. Rama- 
subbu, Assistant Chief Officer and Shri R. P. Satpute, Rural 
Credit Officer, Agricultural Credit Department. 


NOTE ONE 


REVIEW OF ACTION TAKEN ON THE PREVIOUS 
RECOMMENDATIONS OF THE COMMITTEE 


EXTENSION OF CERTAIN PROVISIONS OF THE RESERVE BANK OF 
[NDIA ACT AND THE BANKING COMPANIES ACT TO CO-OPERATIVE 
BANKS AND INSURANCE OF THEIR DEPOSITS BY THE DEPOSIT 

INSURANCE CORPORATION 


The draft bill which was introduced in the Lok Sabha 
on 17 December 1964 was taken up for discussión on 18 
February 1965. The discussion was -incomplete and further 
discussion is expected to take place either in the current 
session or in the next session of the Lok Sabha. A mention 
may be made, in this connection, of the discussion on the 
bill at a meeting of the All India State Co-operative Banks’ 
Federation held at Bangalore on 9 February 1965. In pur- 
suance Of the decisions arrived at the meeting, a representa- 
tion was sent by the Chairman of the Federation on behalf 
of the state co-operative banks to the Finance Minister request- 
ing him to consider the following points : 


(a) amendment to the Deposit Insurance Corporation 
Act to enable States to give the benefit of the Deposit 
Insurance Scheme to co-operative banks ; 


(b) an assurance that the Banking Companies Act as 
applicable to co-operative banks would be adminis- 
tered by the Agricultural Credit Department of the 
Reserve Bank in consultation, as at present, with the 
Standing Advisory Committee on Agricultural Credit 
and also a provision that the relevant regulatory 
powers of the Reserve Bank will be administered 
in consultation with the State Governments ; 
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(c) an assurance that the special requirements of co- 
operative banking would be recognised and kept 


in view while administering the Law ; 


(d) provision to ensure that the integrated federal charac- 
ter of the co-operative banking structure would be 
respected and that state co-operative banks would be 
consulted before action is taken under Sections 20, 
21 and 36 of the Banking Companies Act ; and 


(e) provision to ensure that the Standing Advisory Com- 
mittee on Agricultural Credit would be consulted 
by the Reserve Bank, particularly, while giving 
directions under Section 35(A) and imposing restric- 
tions on investments in shares of co-operative societies 
under Section 19 of the Act. 


In this connection, the Finance Minister is understood 
to have informed the Chairman of the Federation that the 
responsibility for the enforcement of the provisions of the Bill 
will be entrusted to the Agricultural Credit Department, thg 
federally integrated character and the special position an 
requirements of the co-operative banks will be kept in view 
and that the Standing Advisory Committee attached to the 
Reserve Bank will be consulted, whenever this is possible, 
before any major decisions are taken. As regards the urgency 
of legislation for insuring the deposits in co-operative banks, 
the Finance Minister is reported to be keen to extend this 
facility to co-operative deposits. But he is also of the view 
that mere amendment of the Deposit Insurance Corporation 
Act, 1961, enabling the Corporation to insure the deposits of 
eligible co-operative banks, may not be of any help, so long 
as the State Governments are not willing to co-operate by 
amending their own enactments on the lines indicated by the 
Reserve Bank. He had also suggested that the fear or mis- 
apprehension as regards the effects of the bill which has already 
been introduced or the legislation which may have to be 
undertaken for insuring the deposits, could be dispelled by 
non-Official leaders of the co-operative movement. 


Note One 5 


A similar representation was also made to the Finance 
Minister by the All India Federation of Industrial Co-operative 


Banks. 


At a meeting of the Urban Co-operative Banks’ Board 
of the Maharashtra State Co-operative Banks’ Association, 
the Association decided to support the state co-operative 
banks’ representation referred to earlier and request the 
Finance Minister to take into account the special problems of 
urban co-operative banks in this regard. A request was also 
made that the scope of the Standing Advisory Committee 
on Agricultural Credit, which would be consulted in the 
matter of policy, etc., should be expanded by changing its 
hame to Standing Advisory Committee on Co-operative 
Credit and including at least one representative of the urban 
co-operative banks on it. The action taken on this request 
has been reported in a separate note on item 2 of the agenda. 


RETIREMENT OF GOVERNMENT SHARE CAPITAL BY 
CONSTITUTION OF CAPITAL REDEMPTION FUND 
A circular communicating the recommendations of the 
Committee on the above subject, made at its last meeting, was 
issued to the Registrars of Co-operative Societies for informa- 
tion and necessary action. 


SOME IMPORTANT ASPECTS OF CO-OPERATIVE 
DEVELOPMENT IN MYSORE AND RAJASTHAN 


The various recommendations made by the Committee 
at its last meeting were communicated to the Governments of 
Mysore and Rajasthan for necessary action. Their compliance 


is awaited. 


ORGANISATION OF A SECOND CENTRAL 
CO-OPERATIVE BANK IN GUNTUR 
DISTRICT 


_ At its twenty-seventh meeting, the Committee had 
discussed the proposal of the Government of Andhra Pradesh 
to organise a second central co-operative bank in the Guntur 
District and recommended that with a view to achieving the 
objectives underlying the proposal, the Government of Andhra 
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Pradesh might take steps for establishing one or more branches 
of the existing Guntur Central Co-operative Bank in the area 
proposed to be served by the new bank and for setting up an 
autonomous local committee of the bank’s board of manage- 
ment for dealing with the societies in that area. In pursuance 
of the Committee’s recommendation, the Registrar had pro- 
posed certain amendments to the existing bylaws of the 
bank providing for the formation of two regional boards. 
These amendments were referred by the bank to the Agri- 
cultural Credit Department for advice. It was observed that 
the amendments did not spell out clearly the division of res- 
ponsibility between the central board and the local board 
which would ensure that while giving sufficient autonomy 
to the local board in the matter of the day-to-day working of 
the bank, there would be no weakening of the authority of the 
central board. With the above end in view, the Department 


has suggested certain changes in the proposed amendments 
in the bylaws of the bank. 


ASSESSMENT OF BAD AND DOUBTFUL DEBTS AND 
OTHER ASSETS OF AGRICULTURAL CREDIT 
SOCIETIES 


It was reported to the Committee at its last meeting 
that the criteria for assessment of bad and doubtful debts 
and other assets of agricultural credit societies as recommended 
by the Committee at its 26th meeting had been accepted by 
the Governments of Mysore and Assam and the Union terri- 
tories of Manipur and Pondicherry. Since then, the Govern- 
ments of Andhra Pradesh, Maharashtra, Bihar, Himachal 
Pradesh and Delhi have also communicated their acceptance 
of the criteria for assessing the bad and doubtful debts and 
other assets of the agricultural credit societies. 


CO-OPERATIVE TRAINING 


A copy of the note received from the Committee for 
Co-operative Training of the National Co-operative Union of 
India on the progress of various courses on Co-operation 


conducted by it is appended for information of the Standing 
Advisory. Committee. 
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APPENDIX TO NOTE ONE 


NOTE ON THE PROGRESS OF VARIOUS COURSES ON CO-OPERA- 
TION CONDUCTED BY THE a FOR CO-OPERATIVE 
TRAINING 


The progress in respect of the various training schemes run by the Committee 
is mentioned below. (Statistical data as on 30 September 1964 is at Annexure I). 


NATIONAL CO-OPERATIVE COLLEGE AND RESEARCH INSTITUTE, Poona. 


This Institute continues to conduct an orientation course for senior officers, 
It has so far conducted 23 sessions and has trained 798 candidates (528 depart- 
mental and 270 institutional). The twenty-fourth session is in progress with 
effect from 20 November 1964, Fifty candidates (25 departmental and 25 
institutional) have been admitted to this course. Re-organisation and expansion 
of this Institute has been undertaken. The Government of India have sanctioned 
both senior staff and also office staff for carrying out the expanded activities of 
this Institute. Efforts io appoint the staff are being made. A scheme for or- 
ganisation of refresher courses of three weeks duration for already trained senior 
officers has been approved by the Committee for Co-operative Training and 
action to organise such courses is being taken. ‘The courses will.be conducted 
through (a) Lecture-cum-discussion (b) syndicate discussions (c) Visits to co-opera- 
tive institutions. 


_ itis also proposed to conduct seminars/functional courses for senior officers 
like Joint Registrars, etc. The salient features of the scheme are as under: 


(i) The courses, which will be of seminar type and of 7 to 10 E dura- 
tion, will be organised at the National Co-operative College and 
Research Institute, Poona. 


(ii) They will be subject-matter courses on different aspects of co-operative 
activities such as (a) credit including land mortgage banking (b) 
co-operative marketing and processing (c) consumers’ co-operation, 
etc., and the functional and specialist officers in co-operative depart- 
ments and institutions will participate in them. 


Aj) The courses will consist of: 
(a) syndicate discussions and 


(b) lecture-cum-discussions, by guest-lecturers, who will be persons 
actually connected with formulating and/or executing policies 
programmes relating to the subject matter. 


The survey work on the research project on ‘‘the linking of credit with 
marketing” has been completed in four States, viz., Uttar Pradesh, Gujarat, 
Maharashtra and Madras. The tabulation work is in progress and the draft 
report of the survey is under preparation, 


INTERMEDIATE OFFICERS? COURSE 


i The first general basic course, organised according to the revised syllabus 
introduced in the year 1963, concluded in June 1964, at the Co-operative Train- 
ing Centres at Poona, Madras, Ranchi (Patna), Faizabad, Kalyani, Gopalpur- 
on-Sea, Hyderabad, Patiala, and Bangalore and in October at the Co-operative 
Training College, Aligarh. The fresh sessions in all the above training centres 
except Patna have started from 15 July 1964. The course at the Co-operative 
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Training Centre, Patna, has started on the 20 July 1964. The course is already 
in progress at the Co-operative Training Centres, Kota and Indore from 
April 1964, and at Anand from 16 April, 1964, The table at Annexure 1, 
will indicate the position im respect of candidates trained in the last session and 
also candidates undergoing training in these various institutions. It wifl be 


seen from the above statement that the utilisation of the course has been fairly 
satisfactory in all the centres. 


Some of the important activities relating to the training of intermediate 
officers are given below: 


Refresher courses 


The scheme of refresner courses is being implemenied regularly. So far 
253 candidates in 8 courses have received refresher training under the scheme. 
The courses were organised at the various training centres during the gap period. 


The Co-operative Training Centre, Bhavnagar, was shifted to Vallabh Vidya- 
nagar, with effect frem 16 April 1964. The centre is working m collaboration 
with the Vallabh Vidyapeeth and the Agro-Economic Centre, there. 


The Co-operative Training Centre, Ranchi, has now been shifted to Patna 


where the centre has been able to get adequate accommodation both for hostel 
and the centre in the same campus. 


Detailed instructions for achieving effective co-ordination between the orien- 
tation and study centres and the co-operative training centres in the matter of 


covering various items in the syllabi of both the training centres have been issued 
to the co-operative training centres. 


A calendar for the utilisation of the gap periods at the various co-operative 
training centres has been prepared. According to this calendar, refresher courses 
for intermediate personnel, refresher courses for co-operative instructors in 
charge of peripatetic units, refresher courses for lecturers and principals ef junior 
co-operative training centres and other ad hoc courses are being organised during 
the periods at the co-operative training centres. 


_ . Steps are being taken in all the co-operative training centres to establish an 
information wing. The information wing will collect and maintain with them 
the deiails regarding the progress in various sectors of co-operative movement in 


their respective States, in particular, and also progress of the co-operative move- 
ment in the country as a whole. 


The proposal of attaching zonal education officers appointed by the National 
Co-operative Union of India under the member-education programme to the 
co-operative training centres is being implemented. So far, the Zonal Education 
Officers for the Western and Southern Zones have been attached to the Co-opera- 
tive Training Centres, Anand, Patna and Bangalore respectively. The principals 
of the respective co-operative training centres will provide general guidance and 


administrative facilities to the Zonal Education Officers-in thea--work relating 
to member-education. 


The Government of India have sanctioned, on a phased basis, provisi f 
vehicles to the co-operative training centres. To the first instance, Edition Ka 
been received for purchase of three vehicles and the o per eas 


> C 4 
with the firms for purchase of these jeeps. ommuttee has placed orders, 


In response to the recommendaticns of the Worki Grou = 
fives in Railways and Post and Telegraphs, the ‘pee de bee Sek ath the 
Gentral Manágers of Railway and Post & Telegraphs that the candidates from 
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their departments connected with the working of the co-operatives will be ad- 
mitted to our General Basic Courses. Some candidates from these departments 
have been admitted to the current courses at Patna, Kalyani and Patiala. 


SPECIAL SHORT-TERM COURSE IN CO-OPERATIVE MARKETING 


The revised course as recommended by the Working Group on Syllabi is in 
progress at the co-operative training centres, Indore, Poona and Bangalore. 
The statement at Annexure I will give the figures of utilisation in respect of this 
course. 


SPECIAL COURSE IN Laun MORTGAGE BANKING 


The course is in progress at the co-operative training centres, Madras and 
Anaad. The utilisation of this course continues to be satisfactory as may be 
scen from Annexure I. 


In view of the increasing demand for this course, the capacity of the course 
at the co-operative training centre, Anand, has been increased from 30 to 40. 
Another new session will also be started from 21 December 1964, at the Co- 
operative ‘Training Centre, Faizabad. Arrangements to organise this course 
at Faizabad have been completed. ° 


It is proposed to prepare a scheme for the organisation of a course in land 
mortgage banking, for the candidates belonging to the category below the inter- 
mediate level. Information in this regard is being obtained from the All-India 
Central Land Mortgage Banks Co-operative Union, Hyderabad. 


SPECIAL COURSE IN INDUSTRIAL CO-OPERATION 


This course is now being organised on a regular basis at the National Co- 
operative College and Research Institute, Poona. The tenth session of the course 
ended on the 5 December, 1964. ‘The figures relating to candidates trained in 
this course may be seen at Annexure I. 


The pilot course in industrial co-operation for candidates belonging to 
categories other than senior and intermediate is in progress at the Nagpur Saha- 
kari Vidyala, and the Co-operative Training Centre, Patiala. The first session in 
both the places have been completed in which 43 candidates were trained. The 
second session is in progress, 


SPECIAL COURSE IN CO-OPERATIVE BANKING 


As recommended by the Working Group on Syllabi a new course on co- 
operative banking, with a duration of 18 weeks was organised for the first time 
by the Committee. The first session was held at Ranchi in which 37 candidates 
(11 departmental and 26 institutional) received training. However, this course 
has now been shifted to the Co-operative Training Centre, Madras, where this is 


being organised as a regular course, The progress of this course may also be seen 
at Annexure 1 


GO-OPERATIVE AUDIT 


In pursuance of the recommendations of the Working Group on Syllabi a 
new course in co-operative audit has been started at the Co-operative Training 
Centre, Madras. The duration of this course will be 14 weeks. 


TRAINING OF JUNIOR CATEGORY OF PERSONNEL 


The number of training centres under this schme is 66. A proposal has been 
received from the Maharashtra State Co-operative Union for the starting cf an 
additional school jn Osmanabad district. The proposal is under examination. 
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The Committee organised a series of refresher courses for the lecturers of the 
junior co-operative traning centres. So far, four courses have been organised 
at the Co-operative Training Centres at Kalyani, Kota, Bangalore and Madras. 
60 candidates attended these courses. In addition the Committee also organised 
on a zonal basis two seminar type refresher courses for the Principals of the junior 
co-operative training centres. These courses were organised at the Co-operative 


Training Centres, Hyderabad and Gopalpur-on-Sea, in the month of June 1964 
in which 25 principals participated. 


Ap Hoc Courses 


The Committee conducted the following ad hoc courses: 


An ad hoc course of eight days’ duration from 14 April, 1964 in the theory 
and practice of co-operation was organised for the Statistical Assistants working 
in the co-operative department. This course was organised at the Co-operative 
Training Centre, Patiala and 16 candidates attended this coursc. 


An ad hoc course in co-operative audit for the staff of Madhya Pradesh 
Government was organised at the Co-operative Training Centre, Indore from 16 
July 1964 for a period of 15 days. The Committee prepared the syllabus for this 


course in consultation with the Registrar of Co-operative Societies, Madhya 
Pradesh. 42 candidates attended this course. 


A course in Civil & Criminal Laws for the officers of the co-operative depart- 
ment, Madras was organised at the Co-operative Training Centre, Madras, for 
a period of three months with effect from I September 1964, and 28 Co-operative 
Sub-Registrars of the Madras State were trained. 


`- Arrangements for organising a special course of 16 weeks’ duration for the 
promoted Inspectors of the co-operative department, Punjab were made. The 


course is being conducted at the Co-operative Training Centre, Patiala, from the 
2 November 1964. 


It is proposed to organise the third session in labour construction co-operatives 
at the Co-operative Training Centre, Gopalpur-on-Sea as the Orissa State has 
also made considerable progress in the establishment of labour construction co~ 
operatives. The course is likely to start with effect from 4 January 1965. 


PUBLICATIONS 


The book entitled ‘Cio 


y L -operative Law in India’ by Prof. M. D. Widwans, was 
published in April 1964. Another sub-committee has been appointed for looking 
into the promotion of the text books under the bo [ 


: ok-fund scheme. Detailed 
proposals for being placed before this Committee are under preparation. 


The Committee has finalised arrangements for the publication of a terl 
journal “Co-operative Law Reporter’ which will give terre, regarding ‘the 
decisions of the co-operative law given by the various High Courts and the Tri- 
bunals in the country. The first issue is likely to come out in January 1965. 


TRAINING OF PERSONS FROM ABROAD 


The Committee continues to provide training facilities for 7 
countries ee fancier the various schemes of the a Le tks 
statement showing the persons trained and unde ini ; 7 
Geh Wi, r traming since 1 January 1964 
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NOTE TWO 


SGOPE OF FUNCTIONS OF THE STANDING 
ADVISORY COMMITTEE ON AGRICULTURAL 
CREDIT 


As the members are aware, the Standing Advisory Com- 
mittee on Agricultural Credit was constituted by the Reserve 
Bank in 1951 in pursuance of a recommendation of the 
Informal Conference convened by the Bank during that 
year that a small expert body should be associated by the 
Reserve Bank with the working of its Agricultural Credit 
Department. The intention underlying this recommendation 
-was that, as the various facilities and financial assistance made 
available by the Reserve Bank to the co-operative banks were 
increasing, there was need to develop closer contacts between 
the two for keeping the former more closely informed of the 
inner working of the latter and enabling the Bank to place its 
advice and guidance more effectively at their disposal. 


The functions of the Committee were stated to be to 
advise the Bank on all matters pertaining to its Agricultural 
Credit Department and on subjects allied to these matters. 
It was expected, as the then Governor had remarked in his 
inaugural address to the Committee, that, while the inter- 
related items of agricultural credit and the co-operative move- 
ment would remain the two main pre-occupations of the 
Committee, its scope would be wide enough to cover all rural 
finance and not merely agricultural credit and all agencies 
for rural finance and not merely the co-operative movement. 
It will be clear from the above that though the Committee was 
styled as the Standing Advisory Committee on Agricultural 
Credit, apparently due to its association with the Agricultural 
Credit Department, there was no intention of restricting its 
scope to problems of agricultural credit. Even after the Com- 
mittee was reconstituted in 1956, following the recommenda- 


15 


16 Standing Advisory Committee 


tions of the Rural Credit Survey Committee to the effect that 
it should be a smaller body than the then existing organisation 
and designed to be specialised and expert rather than repre- 
sentative, there was no change in the nature of its functfons. 


In conformity with the scope of its functions as indicated 
above, the Committee has considered, at its meetings held so 
far, various issues of general policy and procedure and organisa- 
tional problems relating, mainly but not exclusively, to agri- 
cultural credit. Mention may be made, of the following, 
among these, as illustrative of the range of matters covered: 


Provision of short-term and medium-term loans for 
agricultural purposes by the Reserve Bank, the rate of 
interest and security for medium-term loans, the general 
policy regarding contribution to the debentures of land 
mortgage banks, standards of audit classification and 
fluid resources, definition of owned funds of central 
co-operative banks, provision of financial accommoda- 
tion by the Reserve Bank for bona fide commercial and 
trade transactions, extension of the Bank’s concessional 
finance to urban banks, insurance of deposits of co- 
operative banks, financing of special institutions such as 
organisations to serve scheduled tribes, arrangements for 
supervision of co-operative societies, co-operative 
education and training and State-wise review of 
co-operative development. ` 


Certain recent developments have created an occasion 
for the Bank to consider the scope of functions of the Standing 
Advisory Committee. On 3 March 1965, the President of 
the Maharashtra State Co-operative Banks’ Association, which 
has on its membership all the central and urban co-operative 
banks in the State, and has also a special board to look after 
the problems of urban banks, called a meeting of the special 
board to discuss the implications of the Banking Laws (Applica- 
tion to co-operative societies) Bill which has been introduced 
in the Lok Sabha. The Board, ¿inter alía, decided to bring to 
the notice of the Finance Minister the difficulties of the urban 
banks and their special requirements so that favourable consi- 
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deration was given to them before the Bill was enacted. One 
of the representations of the Board is that, since the statutory 
inspections of primary co-operative banks by the Reserve 
Bank will bring out many problems about their working and 
these will be placed before the Standing Advisory Committee 
which, according to the Finance Minister’s promise, will be 
consulted regarding policy and other important matters, it is 
desirable to change the name of that Committee to ‘Standing 
Advisory Committee on Co-operative Credit’ and that at least 
one expert member acquainted with the working of the urban 
co-operative banks should be added to the Committee. 


The Bank has examined the problem of enlarging the 
coverage of the Committee in another context as well. It 
may be recalled that in the period immediately following the 
switch-over from the system of working capital loans provided 
to handloom weavers’ societies from the Cess Fund to insti- 
tutional financing by the apex and central co-operative banks, 
assisted by financial accommodation from the Reserve Bank 
of India, there were complaints that the handloom weavers’ 
societies could not get adequate finance under the new arran- 
gement. It was, therefore, decided, in November 1959, 
in consultation with the Chairman of the All-India Handloom 
Board, to select a few pilot centres for implementing intensive 
experimentation of the Reserve Bank’s scheme of handloom 
finance. It was, at the same time, decided to constitute an 
advisory committee in the Reserve Bank to review periodically 
the progress of the scheme for providing finance for the pro- 
duction and marketing of handloom cloth, to discuss the 
difficulties and the improvements that could be effected, to 
review the progress of pilot centres and to give suggestions. 
The intention was that this body should be an ad hoc com- 
mittee and that the question of forming a permanent com- 
mittee in the Bank could be decided upon after the Bank was 
able to formulate its ideas about the operation of the scheme. 
The Committee was constituted in 1959 with the Deputy 
Governor as Chairman, 3 officials, (viz. Textile Gommissioner, 
Director of Handlooms, Andhra Pradesh and Registrar of 
Co-operative Societies, Bihar), 3 non-officials, viz. Professor 
D. G. Karve, Shri Subramania Gounder, (President, Salem 
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Central Co-operative Bank) and Shri Sali (who was then a 
member of the All-India Handloom Board), and the Chief 
Officer of the Agricultural Credit Department as members. 
As Shri Sali ceased to be a member of the Handloom Board, 
Shri Bet, Chairman, Sholapur District Industrial Co-operative 


Bank was invited to the last meeting of the Committee held 
on 10 October 1963, 


The Bank has now come to the conclusion, for the follow- 
ing reasons, that there is no need to continue this ad hoc com- 
mittee and that its role of advising the Bank on matters of 
handloom finance, etc., could be taken over by the Standing 
Advisory Committee on Agricultural Credit. 


(1) The pilot scheme which was introduced in eight 
States during the period 1960-62, was not extended, due to 


its unsatisfactory performance, to any other State or to any 
additional area within a State. 


(12) The Bank has also dropped its earlier idea of ex- 
tending the scheme of concessional finance to cottage or 
small-scale industries other than handloom weaving. 


(z) The Banke support to central co-operative banks 
for financing of industrial co-operatives is likely to take the 
form of provision of accommodation to these banks for agri- 
cultural purposes in such measure that they are able to meet 


from their other resources, the legitimate demands for credit 
from co-operatives for other purposes. 


Up) So far as the general review of the progress of indus- 
trial co-operatives and of their problems is concerned, a 
Standing Committee has been constituted by the Ministry 
of Commerce and Industry for the purpose and the Chief 


Officer of the Agricultural Credit Department is a member 
of this Committee. 


The interest which has always been evinced by th 

H e y S 

Reserve Bank in the working of co-operative banks will be 
further strengthened after the enactment of the Banking 
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Laws (Application to co-operative societies) Bill and the 
vesting, in the Reserve Bank, of statutory authority over the 
banking business of not only state and central co-operative 
banks but also primary co-operative banks. The Bank’s 
decision in this context to request the Standing Advisory 
Committee to offer advice on problems of urban credit and 
handloom finance did not seem to call for a revision of the 
definition which related its functions to “matters pertaining 
to the Agricultural Credit Department and subjects allied to 
these matters.” It is, therefore, considered appropriate, 
for this reason, to redesignate the Committee as Standing 
Advisory Committee on Co-operative and Rural Credit. 
This would make it clear that the Committee would deal 
not merely with co-operative agricultural credit but also 
co-operative credit which is not agricultural, and rural credit 
which may not be co-operative. It has been further decided 
to include, in the permanent membership of the Committee, 
in due course, two persons who are experts in the fields of 
handloom finance and urban credit respectively and who 
are also experienced or well informed so far as co-operative 
banking generally is concerned. In addition, one or two 
more persons knowledgeable in these activities will be specially 
invited to those meetings where subjects relating to these 
special interests are discussed; the Chairman, All-India 
Handloom Board, for example, would be invited to attend 
whenever the agenda includes problems of handloom finance. 


This note is for the information of the Committee. 


NOTE THREE 
IMPLEMENTATION OF THE CROP LOAN SYSTEM 


As the Committee is aware, the adoption of the crop 
loan system for providing production credit for agricultural 
purposes is one of the basic features of the programme of 
co-operative development which was accepted over a decade 
ago in pursuance of the recommendations of the Rural Credit 
Survey Committee. The actual implementation of this 
item of agreed policies has, however, made little progress 
in most parts of the country and except in the States of 
Maharashtra and Gujarat, co-operative credit is yet to be 
oriented to production needs. The objective of providing 
loans to cultivators on the basis of the estimated outlay on 
production with reference to crop, acreage and a scale of 
finance which has been rationally fixed is not being fulfilled 
in most States because the quantum of loan is still determined 
with reference to the value or type of security offered or 
because the individual maximum borrowing power and 
absolute quantitative limits for loans against certain types 
of security are fixed at unreasonably low levels or because 
the scales of finance, where fixed, are not determined on any 
rational basis. Beyond the issue of some circulars in this 
connection or other steps of a very general nature, by and 
large, there has been no effective progress in the implementa- 
tion of the crop loan system in all its essential aspects. 


An increasingly clear idea of what is involved in the 
crop loan system has emerged over the years. The recom- 
mendations of the Rural Credit Survey Committee in this 
regard—which received further endorsement from the 
Vaikunth Mehta Committee on Co-operative Credit—were 
recently spelt out and incorporated in the Action Programme 
for co-operative credit circulated by the Union Ministry of 
Co-operation and Community Development in March 1964, 
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to all States. These have been the basis of further discussions 
held thereafter in various forums and the Departments of 
Co-operation and the co-operative banks can no longer plead 
lack of knowledge as to what the crop loan system consists 
of or how to implement it. The urgent need for introducing 
the crop loan system has been emphasized on various occasions 
when the question was discussed with representatives of State 
Governments at meetings convened by the Government of 
India and in the annual discussions held by the Deputy 
Governor of the Reserve Bank. The Agricultural Credit 
Department of the Bank has also advised the State Govern- 
ments in June 1964, that the Bank would in future take the 
extent of conformity of loan policies with the crop loan system 
into account while considering a bank’s application for short- 
term credit limits. 


In view of the considerable time which has elapsed since 
the acceptance of the crop loan system by all concerned, it 
is not unreasonable to insist that the central co-operative 
banks should make a beginning in the immediate future 
with the adoption of those features of the system as lend them- 
selves to implementation without difficulty and to draw up 
a definite programme for the introduction of all the features 
of the system so as to complete the switch-over in 3 or 4 years. 
In fact, a stage has now been reached when more effective 
action by the Reserve Bank as well as the Government of 
India is called for with a view to ensuring that the State 
Governments and co-operative banks address themselves to 
these tasks in right earnest and without delay. The following 
steps may, therefore, be considered in this connection. 


Firstly, in view of the fact that the recommendations of 
the Vaikunth Mehta Committee in regard to the liberalization 
of credit limits available from the Reserve Bank were based 
on the expectation that the crop loan system would be adopted 
by all the States, it will not be unreasonable for the Bank to 
withdraw these measures of liberalisation in respect of those 
institutions which have not introduced loan policies on these 
lines. It is, therefore, proposed that from 1965-66, the 
standards of eligibility applicable to a central co-operative 
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bank for credit limits for short-term agricultural purposes 
from the Reserve Bank will stand reduced to those which 
had obtained before the acceptance of the recommendations 
of the Mehta Committee by the Bank, unless that central 
bank gives evidence of having taken effective steps for imple- 
menting the crop loan system. This will mean that ‘A’ and 
‘B’ class banks will be eligible respectively to limits upto only 
3 times and 2 times their owned funds normally and 4 times 
and 3 times their owned funds in exceptional cases. Further, 


they will not be entitled to any additional limits as recommended 
by the Mehta Committee. 


It is possible that, even with the lowering of the standards 
of eligibility as above, some central banks may become eligible 
to an increase in their credit limits for 1965-66 as compared 
to the current year merely because of a rise in their owned 
funds. It is, therefore, proposed that a central bank which 
attracts the lower standards of eligibility during 1965-66 on 
account of having taken no steps for the introduction of the 
crop loan system, should in no case be sanctioned a higher 
limit for that year than what was sanctioned to it in 1964-65. 
Apart from freezing the limits in this manner, the Reserve 
Bank may even consider a reduction of the limits in subsequent 
years if no progress is in evidence in this regard. 


Secondly, accommodation available from the Reserve 
Bank against Government securities at the concessional rate 
for agricultural purposes will be refused to state and central 


co-operative banks which have not implemented the crop 
loan system. 


Thirdly, as support from the Reserve Bank in the form 
of loans to State Governments for enabling them to contribute 
to the share capital of co-operative credit institutions is also 
justified only to the extent that a production-oriented system 
of credit is implemented, it is proposed that no loans be 
sanctioned by the Reserve Bank for this purpose in future 


in respect of institutions in which the crop loan system has 
not been introduced. 
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Finally, it is proposed to recommend to the Government 
of India that such central assistance as is available under 
certain plan schemes to agricultural credit societies and central 
co-operative banks may also be withheld in the case of institu- 
tions which are not implementing the crop loan system. A 
measure of this nature would apply to the managerial subsidy 
provided to primary agricultural credit societies and the 
outright grants made available to them and to the central 
co-operative banks towards special bad debt reserves relating 
to the financing of weaker sections of the rural population. 


If the Standing Advisory Committee approves of these 
proposals, the State Governments will be advised accordingly 
and the steps indicated above will be brought into effect 
immediately. 


NOTE FOUR 


POLICY REGARDING MEDIUM-TERM LOANS FOR AGRICULTURAL 
PURPOSES 


The limited availability of medium-term resources with 
the co-operative banks as well as the Reserve Bank on the 
one hand and the widespread use of medium-term loans in 
some States for short-term or long-term purposes on the 
other, have brought to the fore the urgent need for rationalising 
the policy and procedure governing medium-term loans, 
Inadequacy of short-term credit resulting from defective 
loan policies, the absence of development of co-operative 
long-term credit and the absence of co-ordination between 
these two wings of the co-operative credit structure are among 
the factors responsible for such diversion of medium-term 
credit for other purposes. The first step in the rationalisation 
of medium-term loan policies is to ensure that the eligibility 
for medium-term credit is determined not by the value of 
property which a borrower is in a position to give in mortgage 
but by his genuine needs subject to repaying capacity. 


The outlays required to be made by the cultivators for 


which term credit becomes necessary can be grouped under 
two heads: 


(2) those which are incurred on the periodical main- 
tenance or replacement of wasting assets, e.g., purchase of 
bullocks, reconstruction of bunds, major repairs to farm 
houses and cattle sheds, etc., and 


(12) those which are incurred on new investments 
calculated to make a basic improvement in productive capacity 
of the farm e.g., on wells, levelling of land prior to introduction 
of irrigation, modernization of equipment of lift irrigation, 


construction of new bunds, contour bunding, tractors and 
other costly farm equipment, etc. 


24 


Note Four 25 


It is clear that so far as the loans for maintenance or 
replacement are concerned, they will have to be related to 
a cultivator’s repaying capacity associated with his current 
plane of cultivation. It is now generally accepted that a 
person’s total annual repaying capacity may be placed at 
50 per cent of his gross annual produce. In respect of most 
crops, about 35 per cent of such produce would be required 
for repaying short-term loans obtained for seed, fertilizers, 
labour charges, etc., leaving a balance of about 15 per cent 
available for meeting the instalment of term loans. This 
proportion may have to be less than 15 per cent in the casé 
of high-input crops such as sugar cane, potatoes, onions, etc., 
where the requirement of credit for the current outlay on 
production is generally found to be somewhat higher in re- 
lation to the value of gross output. 


With this broad assumption regarding repaying capa- 
city available for term loans intended for periodical 
maintenance or replacement of production assets, and having 
regard to the periodicity generally associated with such outlay, 
it may be reasonable, from a practical point of view, to proceed 
on the basis that, for enabling cultivators to finance such 
outlays, medium-term loans would be adequate in most 
cases. Some difficulty may be experienced only in certain 
special circumstances which are indicated in the following 


paragraphs. 


Some types of replacement outlay have to be of certain 
minimum dimensions because the asset itself is indivisible, 
and such minimum outlay may be beyond the entitlement of a 
small cultivator for a medium-term loan, on the above reckon- 
ing of repaying capacity. Plough cattle provide the most 
common illustration of this problem. Thus, if Rs. 200 is the 
annual instalment of a three year medium-term loan of Rs. 600 
which is the cost of a pair of bullocks and the gross produce 
per acre is about Rs. 200, the loan would not be within the 
repaying capacity of a cultivator with less than 7 acres. The 
question then arises whether a medium-term loan for the 
purchase of a pair of bullocks on these assumptions should be 
granted at all to a person with a smaller holding. A flexible 
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approach has to be adopted in dealing with such cases. In 
the first instance, it is relevant to consider in this context, 
the periodicity of the need for replacement, for if the asset 
needs to be replaced only once in 5 years, a five year loan 
can be given for the purpose and that would bring the loan 
within the reach of even smaller cultivators. One further 
possibility is that the society might give him a loan to the 
extent of his entitlement though not to the full extent of the 
cost of the bullocks, provided it can make sure that the 
borrower has resources of his own to meet the balance of 
requirements, In still other cases, it may be that the society 
can make a loan of the amount required by satisfying itself 
that he has some other source of the required additional 
repaying capacity, e.g., from off-farm income. 


Another complication which may arise in the provision 
of medium-term credit for replacement purposes relates to 
the possibility of the mortality of bullocks. If a bullock 
dies while the loan taken for it is still outstanding, the society 
may have to help the borrower, again, in a flexible manner, 
by taking one of the several steps which are open to it. If 
the current loan is for a period of 3 years, the borrower may 
be treated as eligible for a medium-term loan for five years, 
so as to increase his eligibility. Further, as in the earlier case, 
if the additional loan eligibility remains short of the prevailing 
cost of replacement, the society may have to provide a loan 
only up to his entitlement making sure that he has the neces- 
sary resources of his own to meet the balance of the cost or 
give him a larger loan taking into account such additional 


repaying capacity as can be established on the basis of his 
other income. | 


One other context in which the provision of adequate 
medium-term credit for replacement under this approach 
may face some difficulty is the one associated with the impact 
of widespread natural calamity. Strictly speaking, the 
instalment of medium-term loan provided by conversion of 
short-term loans for agricultural purposes under stabilization 
arrangements designed to meet such a situation should be 


treated as a charge on the repaying capacity (of 15 per cent 
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of gross produce) earmarked for medium-term loans. It is 
likely, however, that if this is done, no balance in repaying 
capacity will be left for any medium-term loan for replacement 
purposes. For practical reasons, therefore, it will have to 
be assumed that the repaying capacity to this extent remains 
unaffected by the stabilization loans, in the hope that in the 
following two or three years, the cultivator would stretch 
his repaying capacity a little beyond the normal for meeting 
the instalment of both the types of medium-term loans. The 
cultivator might also be given relief in suitable cases, by ex- 
tending the period of the stabilization loan up to 5 years. 


Given the entitlement for medium-term loan for replace- 
ment at 15 per cent of the gross produce and the periodicity 
of the need for replacement of different types of- assets, it may 
be possible, through orderly arrangements, to ensure that 
such medium-term loans are so timed that it does not become 
necessary to sanction a medium-term loan for this purpose 
before an earlier one has been fully repaid. The practice 
of some central banks of sanctioning a medium-term loan 
year after year equal to the instalment repaid on the earlier 
loan can lead to the annual instalments exceeding the likely 
repaying capacity, apart from offering scope for abuse of the 
facility to repay one loan with another if supervision is 


inadequate. 


Reference is also necessary, in this connection, to the 
practice in certain States as a result of which a cultivator is 
permitted to use his entire repaying capacity-—instead of 
only a part—for obtaining his medium-term loan. For one 
thing, this might prevent him from raising a short-term loan 
for current agricultural operations and thus place in doubt 
the repayment of even the instalment of the medium-term 
loan. For another, such flexibility might tempt the cultivator 
to take a larger amount by way of medium-term loan than 
is necessary; this can lead to overfinancing which, in turn, 
may result in diversion of funds to non-productive purposes. 
The eligibility for a short-term loan and that for a medium- 
term loan should not, therefore, be mutually substitutable. 


28 Standing Advisory Commitiee 


Before the financing of investments designed to make 
a basic improvement in the productive capacity of the farm 
is considered, a reference may be made to certain types of 
outlay as a result of which replacement of an existing asset 
occurs, though with an element of improvement entering 
the process. The resulting advantage in such cases may not 
be so much in terms of increased production but in the form 
of reduced costs or less inconvenience in the farm operations. 
Illustrative of this type of outlay are, for example, the purchase 
of improved ploughs, threshing machines, etc., the replace- 
ment of the traditional (moat) system of irrigation with the 
use of pump-sets or even the use of the tractor, at one extreme, 
as in all such cases, the consequential increase in production 
and hence in repaying capacity is not likely to be material. 
Where the outlay involved is not large, it may be permissible 
to look upon such outlay on improved equipment as partaking 
of the nature of replacement and finance it out of the ear- 
marked repaying capacity as set out carlier. Where the 
costs involved are large and the periodicity of replacement is 
less frequent in view of the relatively longer life of these assets, 
it may be necessary to consider in some of these cases loans 
from land mortgage banks to finance such outlays. It will 
be for the credit agency in such cases to take a specific decision 
with reference to all the circumstances of an individual case, 


whether such a type of outlay is eligible for medium-term 
loan of the replacement category. 


While, as indicated earlier, it should be possible for 
medium-term loans, by and large, to take care of the credit 
needs connected with replacement or maintenance outlays, 
the position is more complex when one turns to the credit 
needs related to new investments designed to bring about a 
basic improvement in the productive capacity of the farm. 
Logically, it is appropriate that, for determining eligibility 
in all such cases, account should be taken, not of the current 
repaying capacity but the increase in repaying capacity which 
is likely to result from this act of investment. Eligibility for 
a term loan for such purposes and the further decision whether 
such loans should be medium-term or long-term should 
therefore, depend upon an investigation into the likely extent 
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of the resulting increase in income, the period after which the 
increased income would accrue, the economic condition of 
the cultivator prior to the undertaking of the new investment, 
and so on. For example, a new venture of investment in a 
plantation crop with a period of gestation of, say, 5 years 
may call for a 15-year loan while a small addition to an 
existing plantation could perhaps be adequately financed 
with the help of only a medium-term loan. Again, while 
the sinking of a well may require only a medium-term loan 
ifasin Punjab or some parts of Uttar Pradesh, cost is low 
on account of the water level being high and not much masonry 
work being involved or the resulting facility being used for 
raising a high-value cash-crop like sugarcane, it may require 
a long-term loan if, as in the Deccan Plateau, the water level 
is deep and the well is to be built up with brick and mortar 
or if a slightly more intensive cultivation of food-crops is all 
that the well makes possible. 


If then it is the additional repaying capacity generated 
which is to be taken into account in term lending for financing 
new investment, an investigation into each individual case 
of such invesment becomes necessary as a condition prior 
to such financing. An examination of this type is not easy 
to make ; nor is it ever made by the central co-operative banks 
as they cannot command the type of specialised knowledge 
and attention which such developmental lending would 
require. In the result, to the extent that co-operative banks 
have attempted to finance such investments, such loaning 
has been somewhat haphazard and unsystematic resulting 
often in over-financing or misutilization or heavy overdues. 


In the circumstances, with the central co-operative banks 
being considered unable to undertake the type of personalised 
enquiry or economic investigation necessary for determining 
eligibility with reference to repaying capacity for each type 
of new investment, one way out might be to specify certain 
types of such investment transactions as universally eligible 
for medium-term loans and others as suitable only for long- 
term lending. This coursé, however, is not free from com- 
plications. Some cultivators may be in a position to repay 
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loans taken for a particular purpose in 3 to 5 years (while 
others might require a longer term), either because they have 
certain other sources of income or they are engaged in raising 
garden-crops, etc., which leave a larger margin of repaying 
capacity for term loans because of the relatively lower outlay 
on current agricultural operations, Secondly, the resources 
of the medium-term credit structure may, in some areas, 
remain underutilized because of an unduly rigid classification. 
There seems to be, therefore, need to adopt a flexible approach 
even In this regard and to permit medium-term loans to 
cultivators, within limits, not so much with reference to a 
classification of purposes into medium-term and long-term, 
as on the basis of whether or not the loan can be accommodated 
within the member’s existing repaying capacity. This would 
mean that it should be permissible for a cultivator to use his 
normal medium-term entitlement (which would ordinarily 
be taken to be required to cover the need for replacement) 
for financing new investment, provided he can satisfy the 
society on two counts. Firstly, the amount which he is 
entitled to on this basis should be shown to be adequate with 
reference to the standards of minimum outlay prevailing in 
the area for the type of investment which he wishes to under- 
take and ifit is not so adequate, he has the necessary resources 
of his own to take care of the balance of the need. Secondly, 
he should show that he can take care of his needs for main- 


tenance of capital and replacement during this period of 3 
to 5 years, from his own resources. 


The extent of medium-term financing for new investment 
which the short-term and medium-term structure can under- 
take within the limits set by the above conditions is not likely 
to be substantial. For one thing, the total entitlement of 
the cultivator for a medium-term loan on this basis would be 
small as no account is taken of any likely increase in repaying 
capacity as a result of the investment. For another, faced 
with the choice of having to borrow for replacement or new 
investment, many cultivators may. prefer the former. More- 
over, difficulty may also be faced from the point of view. of 
availability of resources which the co-operative banks are 
in a position to command and the fact. that they have to 
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maintain a basic level and margins for borrowing from the 
Reserve Bank. All this might result either in many of the 
cultivators having to give up the idea of undertaking much 
needed investment or having to turn to the land mortgage 
banks for meeting their credit needs for all new investments, 
even though some of the investments might be such as can 
lend themselves to medium-term financing both with re- 
ference to the additional repaying capacity which they 
generate and the life of the asset proposed to be created or 
improvement effected. For these reasoms, it is necessary 
to explore the possibilities of helping the short and medium- 
term structure with knowhow as well as resources to under- 
take medium-term loaning for new investments on the basis 
of the additional repaying capacity which they may create. 
This might be feasible pcrhaps as part of supervised invest- 
ment programmes such as those now undertaken by the land 
mortgage banks with the support of the Agricultural Refinance 
Corporation. 


It is obvious that any such arrangement cannot cover 
stray cases of new investment which will have to be financed 
as best as possible from the medium-term loans available 
on the basis of existing repaying capacity or from long-term 
loans from the land mortgage banks. ‘There are, however, 
likely to be some cases of specific land improvements or other 
items of new investment featuring in the special schemes for 
agricultural development ordinarily handled by the Agri- 
cultural Refinance Corporation, which are undertaken by 
a large number of persons covered by such schemes and can 
be considered as. eligible for financing with medium-term 
loans on, the basis of (1) the expected life of such assets or 
improvements and: (22) the resultant increase in repaying 
capacity. In such cases, the short and medium-term credit 
structure should be in a position to make to cultivators medium- 
term loans over and above the limits (based on repaying 
capacity equal to 15 per cent of gross produce) mentioned 
earlier, because the Corporation would have gone in the 
economics of such projects and determined the extent of 
likely increase in the repaying capacity from out of a larger 
income from the farm or from a new source of income (e.g. 
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as in the case of dairying), and technical assistance and 
supervision of the projects can be assumed to be assured. 
This will also mean that a new source of medium-term funds, 
viz., the Agricultural Refinance Corporation, is opened up 
for this credit structure. The potential for medium-term 
lending for such investments on a mass scale under special 
development schemes would appear to exist, for example, 
in the expanding schemes for rural electrification with the 
consequent demand for pump-sets, large dairy development 
schemes involving substantial initial investment in milch cattle, 
programmes for popularising improved implements designed 
to meet the needs of certain types of soil or crops, and so on, 
It is suggested that such possibilities of medium-term invest- 
ment should be explored so that the short and medium- 
term credit structure might, with the financial support and 
technical guidance of the Agricultural Refinance Corporation, 
play its part in meeting the medium-term credit needs of new 
investment in the rural areas. With a view to minimising 
the possibility of misapplication, the financing agency should 
endeavour, to the maximum extent possible, to provide for ' 
disbursement in kind and in the right season, in the case of 
medium-term loans, as is already being insisted upon in the 
case of short-term loans. Thus, where the loan is for the 
purchase of pump-sets or for improved agricultural implements, 
the financing agency should pay the supplier direct and 
arrange for the machine or the implement to be delivered to 
the borrower. This will not, however, be practicable in 
all types of medium-term loans, but even in respect of loans 
for purchase of bullocks, etc., there should generally be an 
insistence on the production of cash receipts as evidence of 
the loan having been used for the purpose for which it was 
provided. As for seasonality, it is clear that loans for purposes 
such as land improvement, bunding, etc., should be disbursed 
only when there are no crops in the field and it will be possible 
to undertake work of this nature. Finally, where the loan 
is intended for a purpose like the sinking of a well, it should 
be possible to disburse it in instalments phased according. to 
the progress of the work at different stages. Seasonality has 
to be introduced also in the recovery of the instalments of the 
medium-term loans. Since the repayment is to be made out 
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of the crops grown by a cultivator, the due dates for the instal- 
ments will have to be fixed with reference to the harvesting 
and marketing of crops and should coincide, as far as possible, 
with the due dates for short-term loans. 


NOTE FIVE 


OPERATION ON THE CREDIT LIMITS SANCTIONED 
BY THE RESERVE BANK FOR FINANCING HANDLOOM WEAVERS 
SOCIETIES AND STANDARDS FOR RENEWING THE CASH CREDIT 
LIMITS SANCTIONED TO THEM BY CENTRAL CO-OPERATIVE BANKS 


The Reserve Bank of India has been sanctioning credit 
limits under Section 17(2) (bb) of the Reserve Bank of India 
Act to state co-operative banks on behalf of central co-opera- 
tive banks to enable the latter to finance the production and 
marketing activities of cotton handloom weavers’ co-operative 
societies. Though the scheme of financing weavers’ societies 
by the Reserve Bank was initiated in April 1957, it took some 
time for both the financing banks and the weavers’ societies 
to understand the special features of the credit requirements 
of weavers’ societies. ‘To enable the societies and the central 
banks to utilize the credit facilities provided by the Reserve 
Bank in the prescribed manner, a number of seminars were 
held in each State during the years 1960 and 1961. The 


scheme, may, therefore, be considered to have actually come 
into operation from the year 1961. 


As the scheme has been in force for almost 4 years, it is 
necessary to review the position and examine if any modifica- 
tion in the policies and procedures governing the financing 
of handloom weavers’ societies is called for. It may be desir- 
able to indicate in this connection the main conditions govern- 


ing the accommodation under Section 17(2)(6b) of the 
Reserve Bank of India Act. 


(2) The central banks are allowed to utilize the credit 
limits sanctioned by the Reserve Bank as a revolving credit. 
Any number of drawals and repayments are permitted on 
the limit, each drawal being treated as a separate loan re- 
payable within a period of 12 months from the date of such 
drawal, although a credit limit sanctioned, unless renewed, 
expires on the 31 March of the financial year, 
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(i) For purposes of cover against the credit limit 
sanctioned by the Reserve Bank, central banks are allowed to 
count the total of the cash credit limits sanctioned to primary 
weaver’s societies instead of the actual outstandings against 


them. 


It may be observed from the above that the financial 
accommodation provided by the Reserve Bank under Sec- 
tion 17(2)(66) differs in some important respects from the 
accommodation made available by the Bank for short-term 
and medium-term agricultural purposes. Firstly, while the 
State co-operative banks are expected to operate on the credit 
limits sanctioned for short-term and medium-term agricultural 
purposes on a reimbursement basis, in the case of accommo- 
dation under Section 17(2)(66), they are permitted to draw 
first and advance to the central banks subsequently. Secondly, 
while the Reserve Bank expects that the borrowings of a State 
co-operative bank against a credit limit for short-term and 
medium-term purposes on behalf of a central bank should at 
no time be less than the latter’s outstandings against the agri- 
cultural credit and marketing societies, the central banks are 
allowed to borrow against the limit under Section 17(2)(6b) 
upto the cash credit limits sanctioned by them to their affilia- 
ted weavers’ societies. In other words, while the outstandings 
under borrowings from the Reserve Bank for agricultural 
purposes cannot be more than the outstandings of loans against 
societies, the borrowings under Section 17(2)(6b) need not 
have any such relationship with the outstandings. 


As the central bank of the country, the Reserve Bank 
should ordinarily act as a lender of the last and not the first 
resort. While this principle has already been accepted 
and insisted upon in the sphere of both short-term and medium- 
term agricultural credit, there does not appear to be any 
justification for making an exception in the case of handloom 
finance. While the Reserve Bank permits a central co-opera- 
tive bank to draw funds from it, upto the cash credit limits 
sanctioned by that bank to its affiliated weavers’ societies, 
there is no stipulation that the drawals in excess of the out- 
standings against weavers’ societies will be held by the central 
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bank in trust on behalf of the Reserve Bank and that the funds 
will not be used for any purpose other than financing weavers’ 
societies. If the weavers’ societies operate on the cash credit 
limits properly, very rarely will they all draw fully upon the 
limits. Consequently, if a central bank is allowed to draw 
up to full extent of the cash credit limits sanctioned by it 
to the weavers’ societies and not with reference to the actual 
outstandings against them, it will have surplus funds at its 
disposal which may be used by it for any purpose, including 
the repayment of the loans from the higher financing agencies, 
obtained earlier for financing handloom weavers’ societies 
or for financing any other purpose. This is not a desirable 
feature, particularly when the credit limit from the Reserve 


Bank can be operated upon in a year as many times as a 
central bank likes. 


It is also observed that drawals against the credit limit 
from the Reserve Bank are not in any way related to the 
operations on the credit limits sanctioned to the societies by 
the co-operative banks. In several cases, the banks draw 
upon the credit limit from the Réserve Bank mostly in the 
month of March and make repayments also in the same month. 
These repayments are thus not necessarily out of recoveries 
from the weavers’ societies but are from the general resources 
of the central banks, including the amounts drawn from the 


Reserve Bank in excess of the actual outstandings against the 
societies. 


In order that the operations on the credit limit sanctioned 
hy the Reserve Bank are properly regulated, the following 
suggestions may -be considered: 


{ A State co-operative bank may draw against a 
credit limit sanctioned on behalf of central banks for financing 
the production and marketing of handloom eloth on a re- 
imbursement basis. The state co-operative bank -may first 
advance from its resources and reimburse itself later: Similar- 
ly, a central bank may use its resources first 


le and late h 
the apex bank for reimbursement. et Bag? 


(If any central. bank is 
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unable to follow this procedure due to paucity of resources, 
the apex bank may help it by sanctioning a small special 
credit limit by way of interim finance.) 


- (%) The central bank may not draw against the credit 
limit under Section 17 (2)(bb) in excess of the outstandings 
against weavers’ societies for the purpose of production and 
marketing of handloom cloth. The present facility of per- 
mitting the central banks to draw up to the extent of cash 
credit limits sanctioned to the societies may be withdrawn. 


(222) In order to erisure that the burden of repaying the 
loans drawn against the Reserve Bank’s credit limit is not 
too heavy in a single month and in order also to correlate 
the operations by weavers’ societies on the cash credit limits 
sanctioned to them by the central banks with those of the 
central banks on the limit sanctioned by the Reserve Bank 
under Section 17(2)(06b) of the Reserve Bank of India Act, 
the central banks may suitably stagger the operations on the 


credit limit during the year. 


CRITERIA FOR THE RENEWAL OF CASH 
CREDIT LIMITS TO WEAVERS’ SOCIETIES 


In February 1959, a circular was issued by the Keserve 
Bank advising the Registrars of Co-operative Societies to 
instruct central co-operative banks to sanction cash credits 
to weavers’ co-operative societies instead of fixed loans in 
order that societies may be in a position to draw on these 
limits as and when funds are required by them for purchase 
of yarn and payment of wages and also make remittances 
into the account out of their sale proceeds. The sale proceeds 
were not to be reinvested in production. It was also indicated 
in the circular that while renewing such cash credit limits in 
the subsequent years, the central banks should see that the 
concerned societies’ financial position was good and their 
working was methodical and satisfactory. The Bank had not, 
however, laid down any criteria for examination by central 
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banks before renewing such cash credit limits, nor do Re- 
gistrars of Co-operative Societies appear to have given any 
guide points to them in this regard. In many cases these 
limits are renewed as a matter of routine and consequently 
there are hardly any overdues in the advances made to 
handloom societies. While the Reserve Bank insists that 
overdue loans for short-term and medium-term agricultural 
purposes should not form cover for borrowings from the 
Bank, no such restriction has been imposed in the case of 
advances to handloom weavers’ societies. ‘Thus, sometimes 
it may happen that outstandings against societies which are 
not having satisfactory operations on their cash credit accounts 
or outstandings under accounts which have become stagnant 
are also included in the outstandings serving cover for the 
borrowings from the Reserve Bank. 


The operation of a society on its cash credit limit will 
be a good index to show whether the repayment performance 
of the society in respect of its drawals has been satisfactory 
or not during the year. The poor operations on the limit 
may not necessarily mean that the financial position of the 
society is far from satisfactory and that the bank’s funds are 
at stake. ‘The society may not have just cared to pass on the 
sale proceeds to the central bank. The position will be thus 
similar to that of an agricultural credit society which instead 
of repaying the loans due to the central bank utilizes its 
collections for reloaning to its members. This will not, however, 
save the society from becoming a defaulter to the central 
bank, in which case the outstandings will not be treated as 
cover for borrowings from the Reserve Bank. It is thus 
necessary to ensure that the major portion of the sale proceeds 
of weavers’ societies are remitted into the cash credit accounts. 
Since such proceeds will include the margin of profit and 
other overhead charges, the best society should be in a position 
to credit about 90 per cent of its sale proceeds. However, 
if a lesser percentage, say, about 75 per cent of the sale proceeds 
are remitted, there may not be any harm in renewing the 
limit if other conditions are satisfied. Where, however, a 
society fails to credit even 75 per cent of the sale proceeds, 
the limit should not be renewed without proper examination. 
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In order that the central banks may renew the cash 
credit limits only in the case of weavers’ societies that deserve 
such renewal, it is suggested that the following criteria may 


be adopted: 


(i) If the total of the amounts repaid by a society into 
its cash credit account during a year is not equal to the cash 
credit limit, the society may be treated as a defaulter to the 
central bank and the outstandings treated as overdue. 


(ii) Cash credit limits may be enhanced or renewed for 
societies which credit into the account 75 per cent to 90 per 
cent of their sale proceeds during the year, provided other 
relevant conditions are satisfied. 


(iii) In cases where remittances exceed 50 per cent 
but are less than 75 per cent of the sale proceeds, the central 
bank may, after examining the circumstances under which 
the society was not in a position to remit a major portion of 
the sale proceeds as suggested above, may renew the cash 
credit limit if it is satisfied that a shortfall in the remittances 
was due to circumstances beyond the control of the society. 


(iv) The cash credit limits to societies which do not 
remit even 50 per cent of their sale proceeds should not 
ordinarily be renewed and the amount outstanding against 
them should be treated as overdue. 


In order further to regulate the transactions of weavers’ 
societies so that the cash credit limits are not treated by them 
as fixed loans, certain other measures may be necessary. 
Some of these are indicated below : 


(GI Payments for the purchase of yarn both from the 
apex society and the open market may be made by cheques 
drawn against the cash credit account. 


(iz) Where there is a deficit in the cover in the form 
of yarn, cloth, dyes and chemicals, dues from the apex society 
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and rebate due from Government, etc., against the Reserve 
Bank of India and Cess Fund limits, further operation on 
the cash credit account should be stopped until the deficit 


ismadeup. For this purpose, the bank should obtain monthly 
statements from the societies. 


(222) If there is no operation on the cash credit account 
for six months, the account may be treated as dead and (he 


credit limit should be renewed only on receipt of a special 
report. 


(w) Cash credit limits not renewed should not be treated 


as cover for borrowings either from the Cess Fund or the 
Reserve Bank of India. 


PROCEEDINGS 


The twenty-ninth meeting of the Standing Advisory 
Committee on Agricultural Credit was held on 27 April 
1965. Shri P. C. Bhattacharyya, Chairman, presided. The 
following members and invitees attended the meeting: Shri 
M. R. Bhide, Vice-Chairman, Shri R. Kanakasabai (Member), 
Shri B. Majumdar (Member), Shri V. K. Dhar, Shri V. K. 
Appandarajan, Shri V. P. Johar, Shri M. S. Ramnath and 
Shri P. D. Kasbekar, Member-Secretary. The following 
members were unable to attend the meeting: Shri R. G. 
Saraiya, Prof. D. G. Karve, Prof. D. R. Gadgil, Shri N. P. 
Chatterji and Shri D. P. Singh. 


The following officers of the Reserve Bank also attended 
the meeting: Shri V. M. Jakhade, Shri K. C. Cheriyan, 
Dr. GD Datey, Shri P. N. T. Chary, Shri A N. Vij, Shri M. A. 
Chidambaram, Shri K. R. Gopalaiengar, Shri G. S. Shukla, 
Dr, S. B. Mahabal, Shri C. G. Ramasubbu and Shri R. P, 
Satpute. 


The meeting commenced at 11 am. At the outset, 
the Chairman welcomed the members and invitees to the 
meeting. He went on to suggest that, in view of the inability 
of many of the members to attend the meeting, no final deci- 
sions be taken on some of the items on the agenda and that 
the next meeting might be convened for the purpose at an 
early date. He referred to the progress made with regard 
to the legislation for the extension of banking control to 
co-operativé banks and expressed the hope that it might be 
passed in the next session of Parliament. In this con- 
nection, he also informed the Committee that he had had 
certain discussions with the Union Minister for Co-operation 
and Community Development and that the latter had agreed 
to take up with the State Governments, the question of legis- 
lation required at the State level for the extension of deposit 
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insurance to co-operative banks. If a consensus in favour 
of such complementary action by the State Governments 
could be reached before August 1965, the possibilities of 
getting the relevant central legislation for this purpose intro- 
duced as an amendment to the bill already before the Lok 
Sabha could be explored. He then invited the members 
to take up the items on the agenda for discussion. 


Irem Í— REVIEW OF ACTION TAKEN ON THE PREVIOUS RECOM- 
MENDATIONS OF THE COMMITTEE 


Extension of Banking Regulation to Co-operative Banks 


Referring to the reply of the Union Finance Minister 
to the representation made to him on behalf of the State Co- 
operative Banks’ Federation, Shri Majumdar stated that this 
communication would be considered at the next meeting of 
the Federation scheduled to be held in the last week of May. 
On being requested by the Chairman to throw light on the 
views of the Government of West Bengal regarding the steps 
to be taken for extending deposit insurance to the deposits in 
co-operative banks, Shri Majumdar asked for a note showing 
the amendments that would be required to the State Co- 
operative Societies Act, so that he could get them examined 
in the context of the amendment of Act now under considera- 
tion in West Bengal. 


On Shri Kasbekar clarifying that the Agricultural Credit 
Department had advised the State Governments of the lines 
on which the State Co-operative Societies Acts would be 
required to be amended, though specific amendments them- 
selves had not been drafted and communicated, the Chairman 
suggested that a copy of the amendments required from this 
point of view should be communicated to all the members 


of the Committee so that they could take up the matter with 
the State Governments. 


Retirement of Government share capital by constitution of Capital 

Redemption Fund 2 PS 
On a request from Shri Majumdar, the Chairman desired 

that copies of the circular issued by the Agricultural Credit 
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Department on the retirement of Government share capital 
might be sent to all the members of the Committee. 


Organisation of a second central co-operative bank in Guntur 


Explaining the latest position in regard to the proposal 
for setting up an autonomous local committee of the board of 
management of the Guntur District Central Co-operative 
Bank for dealing with operations in part of the area of the 
bank, Shri Dhar stated that clarification in regard to the 
amendments to the existing bylaws of the bank had been sought 
by the central co-operative bank from the Reserve Bank and 
provided to it by the latter. He added that these comments 
of the Reserve Bank (of which a copy had been sent 
to the Registrar of Co-operative Societies) were being 
kept in view in the finalization of the bylaws. The broad 
idea was that general policies like those relating to fixation of 
credit limits would be determined by the board of the bank 
while decisions on individual cases would be taken by the 
local committee. Asked about the reports that the Guntur 
district was to be bifurcated, Shri Dhar said that no such 
decision had been taken. As requested by Shri Kasbekar, 
Shri Dhar agreed to send a report to the Bank on the amend- 
ments finally effected in the bylaws of the Guntur District 
Central Co-operative Bank. 


Assessment of bad and doubtful debts and other assets of agricultural 
credit societies 


Answering a query of the Chairman, Shri Kasbekar 
stated that ten States had yet to communicate their acceptance 
of the criteria recommended by the Committee at its twenty- 
sixth meeting for assessment of bad and doubtful debts and 
other assets of agricultural credit societies, 


Co-operative Training 
Shri Kanakasabai enquired as to why the various training 


arrangements for co-operative staff could not be placed on a 
permanent basis. Shri Bhide thereupon referred to certain 
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possible difficulties of an administrative nature and added 
that this was a matter for the Committee for Co-operative 
Training to consider. 


Item Il—scoPE OF FUNCTIONS OF THE STANDING ADVISORY 
COMMITTEE ON AGRICULTURAL CREDIT 


Shri Bhide informed the Committee of the suggestion 
received from Prof. Karve to the effect that the Committee 
might be redesignated as the Standing Advisory Committee 
on Rural and Co-operative Credit rather than that on Co- 
operative and Rural Credit. 


Answering Shri Appandarajan's question as to why the 
Committee could not be called a Committee for Co-operative 
Credit, Shri Kasbekar indicated that it might also have 
occasion to consider non-co-operative agricultural credit. 


Shri Ramnath, while making it clear that he had no 
objection to what was proposed, emphasized that a need 
might arise for a special committee to deal with these matters 
and problems relating to the credit aspects of the industrial 
co-operatives and referred, in this connection, to the recom- 
mendation of the Second Working Group on Industrial Co- 
operatives in regard to the extension of accommodation from 
the Reserve Bank to cottage and small-scale industries other 


than handloom weaving and to the problem of financing 
powerloom co-operatives. 


The Chairman suggested that when such problems 
came up, the Standing Advisory Committee could appoint 
a sub-committee to deal with them and the report of the sub- 


committee would be brought before the whole Committee 
for ratification. 


It was agreed that the Committee be redesignated as the Standing 
Advisory Committee on Rural and Co-operative Credit and that, as and 
wher occasion arose and the need was felt, a separate sub-committee 
may be set up for dealing with the problems of industrial co-operatives. 
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Trem 111 — IMPLEMENTATION OF THE CROP LOAN SYSTEM 


Initiating the discussion, Shri Bhide pointed out that the 
crop loan system of agricultural credit was in force only in the 
two States of Maharashtra and Gujarat and that elsewhere a 
beginning in this direction was seen, to some extent, only in 
the Intensive Agricultural District Programme districts. 
Explaining that the recommendations of the Vaikunth Mehta 
Committee for the liberalization of credit limits from the 
Reserve Bank was based on the assumption and expectation 
that the crop loan system would be generally adopted, he 
drew attention to the fact that while the liberalization had 
been given effect to, the implementation of this system of 
lending had not materialised. One result of the existing 
practices in regard to loaning at the primary level in different 
States was that the larger funds becoming available for being 
lent were going mainly to the bigger cultivators while the 
small cultivators, whether owners or tenants including oral 
lessees, etc., were being neglected. It was only if lending were 
based on production requirements and repaying capacity 
assessed on a rational basis that all the sections of cultivators 
could obtain their credit requirements from the co-opera- 
tives. He raised the question whether financing by the Reserve 
Bank would be justified if, in some States, even the acceptance 
of the crop loan system in principle was not forthcoming. 
He also referred in this connection to the prevailing appre- 
hension that a significant part of co-operative agricultural 
credit was being misapplied. An enquiry into the question 
by the Programme Evaluation Organisation-had placed the 
extent of such misapplication at 20 to 25 per cent of the arnount 
advanced. Only the crop loan system could help to correct 
this situation. In conclusion, he stated that he had come to 
the view that some sanctions had to be applied to see. that 
something was done in earnest about the implementation of 
this system, as over four years had passed since the acceptance 
of the recommendations of the Mehta Committee in this 
regard as a national policy. 


Shri Majumdar stated that while he agreed that the 
implementation of the crop loan system was necessary, he 
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feared that considerable difficulties might arise if the proposed 
sanctions were to be given effect in 1965-66. It was not the 
co-operative bank but the cultivator and agricultural pro- 
duction that would suffer as a result of any stoppage or reduc- 
tion of credit limits. He, therefore, emphasized the need 
to proceed cautiously in enforcing the proposed sanctions. 
As an illustration of the difficulties experienced in West 
Bengal, he referred to the absence of a provision in the Co- 
operative Societies Act for the creation of a charge by the 
borrower in favour of the lending co-operative society in 
respect of his interest in land. 


Explaining the position in the Punjab, Shri Johar stated 
that the provision required for the creation of charge on land 
was already contained in the Co-operative Societies Act of the 
Punjab and that a notification by the Government was all that 
was necessary for bringing it into force. 


Shri Bhide observed that, notwithstanding the existence 
of a provision for the creation of a charge, loans continued 
to be related in most areas to land revenue and not to produc- 
tion requirements or repaying capacity. 


Explaining the problems faced in the introduction of 
this system in the Punjab, Shri Johar observed that though 
he had no opportunity to obtain the views of the State Govern- 
ment on the proposals made in the agenda note, he would 
present his views on the basis of discussions which he had 
with the representatives of central banks, officers of his Depart- 
ment, etc. Some difficulty was experienced in linking the 
size of loan to production requirements because one found 
in the Punjab various types of persons in the rural areas 
with different rights and interests in land and some of them 
could not strictly be defined as only owners or only cultivators. 
It was not easy to determine how much of land they would 
cultivate and what crop they would raise. A problem arose 
when credit limits had to be fixed for owners who were not 
themselves cultivators but at the same time incurred expendi- 
ture on current inputs and on capital investment on the land 
leased out by them, Then there was the problem of agri- 
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cultural labour and other weaker sections of the rural popula- 
tion whom national policies sought to favour in the matter 
of provision of credit and various other facilities but whom 
it was not possible to help under the crop loan system. He 
also referred to the credit needs of cultivators who were en- 
gaged in other occupations such as poultry, dairy, etc., for 
whom, again, the crop loan system seemed to make no pro- 
vision. He felt that a single common rule or working for- 
mula could not be applied to the country-side in which a 
variety of conditions presented themselves and that the 
advantage of accommodation from the Reserve Bank would 
diminish to the extent that the Bank was not willing to take 
intó account such differences in the rural situation. Refer- 
ring to the idea that the production requirements should form 
the basis for the size of loan, Shri Johar asked what should 
be done if, having indicated in his loan application that he 
would sow a particular crop on a specified acreage, a culti- 
vator sowed a different crop or cultivated a different acreage. 
It did not also seem reasonable to expect him to tell the credit 
society at the beginning of the year the crop he would sow 
and the area which he would cultivate in the latter part of 
the year. He went on to refer to the fact that the deposits 
at the primary level in the Punjab being better than in any 
other State and the societies being independent autonomous 
units, no circular of the Registrar of Co-operative Societies 
could automatically change the practices which were pre- 
vailing in that State. Whatever the permissible maximum 
credit limits might be, the lending normally depended on 
the judgement of the local management of the society which 
helped o ensure that the overdues were limited. He con- 
sidered that the contribution of Punjab to the country’s 
agricultural production was sufficient to illustrate that the 
amounts which were being provided by the co-operatives 
were being used for financing inputs in agriculture: He 
disagreed with the basic premise of the crop loan system which 
seemed to be that the cultivator did not know what was good 
for. him, as he was certain that the. Punjab. peasant, progres- 
sive as he was, would never starve the land. He also refer- 
red to the paucity of resources with the co-operative credit 
structure in the State and said that any liberalization of 
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loan policies would call for a substantial increase in the 
availability of funds. There was no point in determining 
the credit limits on a more liberal basis if loans had ultimately 
to be provided only to the extent of the availability of re- 
sources. 


Continuing, Shri Johar referred to the fact that a subs- 
tantial increase in the staff of the Co-operation Department 
and banks would be called for, if the normal credit statements 
with the large number of columns appended to the Action 
Programme was to be adopied in the State. He referred, in 
this connection, to the fact that Government had not been 
able to sanction even his request for a minimum staff for the 
introduction of the crop loan system in a part of the State. 
He pointed out that it would take at least one whole year for 
the credit limits for all the members of agricultural credit 
societies in the Punjab to be fixed on this basis. He also 
expressed the view that the concepts of the crop loan system 
were not sufficiently clear with reference to practical applica- 
tion, as was evidenced by the fact that the basis for determining 
a cultivator's repaying capacity had already been changed 
thrice during the year following the circulation of the Action 
Programme. The adoption of the crop loan system would 
result in a substantial increase in paper work, which would 
present a problem in view of the poor quality of staff expected 
to do this work. He was afraid that, on the crop loan basis, 
there would be no increase in loaning operations though 
perhaps on paper the eligibility of the cultivators might go up. 
He felt that the Reserve Bank should not insist on the adoption 
of this system but only concern itself with ensuring that the 
total quantum of credit increased and the level of overdues 
went down. In this connection, he referred to the observa- 
tions made by one of the members at an earlier meeting of the 
Committee to the effect that if a State could not introduce the 
crop loan system, 1t might at least bring down overdues. 


Answering some of the points made by Shri Johar, Shri 
Bhide stated that he would not consider the position in the 
Punjab exceptional as was suggested, in regard to the pattern 
of rights in land and interest in cultivation as similar condi- 
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tions obtained over a large part of the country. He also 
did not agree that the introduction of the crop loan system 
would push up the quantum of credit beyond the availability 
of resources because the maximum credit limits to which the 
Punjab Registrar had made reference, did not represent the 
amounts now being lent but the amounts up to which the 
cultivators could be financed. He did not see why staff of 
thrice the present number would be required merely for the 
introduction of the crop loan system. Differing from Shri 
Johar’s assumption that the Punjab cultivator would never 
starve his land, he drew attention to Sir Malcolm Darling’s 
book “The Punjab Peasant in Prosperity and Debt” and 
said that, as in the rest of the country, the cultivator did not 
always give priority to production needs. Further, 1t was 
not correct to speak of the crop loan system as only being 
intended for reducing the overdues, for it had a broader 
objective related to production which alone justified any 
large increase in co-operative agricultural credit. He did not 
expect that the additional burden of work would fall only 
on the staff as an important role would have to be played 
by the members of the managing committees of the agricultural 
credit societies. He felt that the implications of the crop 
loan system had not been understood and appreciated in the 
Punjab and that the authorities of the State had consistently 
refused to accept any loaning pattern which was not already 
in vogue in their State. 


Shri Dhar stated that the Government and the co-opera- 
tive banks of Andhra Pradesh had accepted the need for 
adopting the crop loan system and had taken certain steps 
in that direction. So far as the Telangana area was concerned, 
the practice of determining the loan as a multiple of land 
revenue had been discarded and the basis for this purpose 
was now the same as in the rest of the State. He also referred 
to the appointment of a sub-committee by the Co-operative 
Central Banks’ Conference held in the State in October 1964, 
for working out the details of the crop loan system and said 
that the Reserve Bank was also represented on the sub-com- 
mittee. Production-oriented lending was already in practice 
to some extent in West Godavari and a start was also going 
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to be made in the districts covered by Intensive Agricultural 
Area Programme. While agrecing with the general policies 
underlying the crop loan system, Shri Dhar suggested that 


the penal conditions proposed by the Reserve Bank might be 
deferred for some more time. 


Referring to the problem of financing tenants faced in 
certain States, Shri Bhide suggested that there was no need 
to wait for a full and final record of rights in land and that 
a beginning could be made in financing them on the basis of 


such information as might be available with the village au- 
thorities. 


Shri Appandarajan stated that the Government of 
Madras intended to introduce the crop loan system in 1965-66 
in one-third of the State. He did not envisage any difficulty 
in regard to the staff as they had roughly one supervisor for 
every ten societies. He stated that oral lessees presented 
some difficulty, for in the event of a- borrower of this type 
becoming a defaulter, an attempt was generally made by 
such borrowers in the following year to present another mem- 
ber of the same family as the tenant for claiming a fresh loan. 


But this problem was faced only in Tanjore to some significant 
extent. 


Answering a query of the Chairman as to why the various 
problems referred to by Shri Johar were being raised so long 
after the adoption of the recommendations of Mehta Commit- 
tee, Shri Johar explained that he was endeavouring to im- 
plement the system to the fullest extent possible but he had 
also a duty to mention the difficulties arising in practice. He 
drew attention to the fact that if the individual maximum 
borrowing powers were to be raised, large loans might be 


advanced to few bigger cultivators and as a result, the weaker 
sections might suffer. 


Shri Bhide clarified that the Reserve Bank did not expect 
the maximum borrowing power to be raised to Rs. 20,000 
or sO as in parts of Maharashtra but that it should gradually 
be increased from the low levels at which it might have been 
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fixed in the earlier years. He did not accept Shri Johar’s 
view that the agricultural credit society in the Punjab was 
strong and independent as he considered that it was in fact 
dominated, in its working, by the Government staff. 


Shri Vij mentioned, in this connection, that 60 te 70 
per cent of the agricultural credit societies in Punjab were 
in the ‘Œ class on the basis of audit classification. 


The Chairman stated that, while he could understand 
Shri Johar's solicitude for the weaker sections, he wanted to 
emphasize that the effect of the policies in force in the Punjab 
was to withhold credit support from those who were producers 
and that the object of increased agricultural production could 
not be achieved through such lending. 


Clarifying the position regarding the financing of weaker 
sections, Shri Bhide explained that though the artisans and 
the landless labourers were not expected to be covered under 
the crop loan system, it was not intended that with the intro- 
duction of the crop loan system for the cultivators, loans to 
non-cultivators should cease. Their loan eligibility would 
obviously have to be fixed on some other appropriate basis. 


Shri Johar explained that some rationing of the funds 
available for lending was unavoidable. He also considered 
that the credit being made available was not being misutilised 
but applied to agricultural production. Im this connection, 
he also suggested that in so far as consumption was an appro- 
ved purpose of co-operative lending in the Punjab, there was 
no temptation on the part of the borrowers to present any 
false impression regarding the utilisation of loans. 


Shri Bhide clarified that the rationing of resources should 
not create any serious problems for the larger cultivators be- 
cause they could meet a bigger part of their needs from their 
own resources. In fact, he thought that the short-term credit 
needs of the Punjab cultivator should be somewhat lower than 
the rest of the country, his need being mainly for medium- 
term loans for the purchase of bullocks and implements, and 
for financing various items of development, 
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Shri Johar emphasized that the crop loan system did not 
indicate how much of the need of a particular cultivator could 
be expected to be met from his own resources. 


Shri Bhide replied that this could be ascertained from the 
cultivators themselves. In fact, in several cases, the culti- 
vators did not borrow at all in spite of their being eligible for 
loans, because they had no need for credit. 


Intervening, Shri Vij stated that the revitalised agricul. 
tural credit societies would, in due course, be having their 
full-time trained secretaries who should be able to attend 
to the work involved in operating the crop loan system. Shri 
Johar referred, in this connection to the number of changes 
which had been decided upon in regard to this system in the 
last six months and suggested that practical difficulties in 


implementing this programme would correspondingly be 
great. 


Shri Kasbekar drew attention, in this connection, to the 
fact that because co-operative lending in the Punjab was not 
sufficiently linked to production needs, taccavi as an addi- 
tional and supporting line of credit has assumed relatively. 
greater importance in this State than in any other. The 
provision of clean loans by marketing societies, a practice 
which had been in vogue in the State till recently, also reflected 
the inadequacy of the amounts advanced by the agricultural 
credit societies from the point of view of production needs. 
While there might be difficulties in implementing the crop 
loan system in all its aspects immediately, it would be worth- 
while to try to make in the immediate future, at least a first 
approximation to what was eventually expected. 


Shri. Bhide stated in this connection, that this was what 
had been done in Uttar Pradesh where provision of credit 


with reference to some scales of finance and a ready reckoner 
had l been introduced, as a first step towards an improved 
lending system. 


The Chairman pointed out that the sc 


O f th 
note was somewhat limited but he found th pe of the agenda 


at the implications 
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of the crop loan system had not been fully understood at 
least in one State. He stated that even if available funds were 
to be rationed, it was better that this was done with reference 
to the production needs. The main interest of the Reserve 
Bank was in ensuring that credit was related to production. 
It was obvious that even if two persons had equal holdings, 
the one who raised a more remunerative crop and used larger 
inputs should be entitled to larger credit. He also added 
that the question of a time limit or granting a period of one 
year for the adoption of the crop loan system would have 
relevance only if the system was first wholeheartedly accepted 


in principle. 


Explaining that full implementation was not expected 
to be completed in 1965-66, Shri Bhide emphasized that the 
Reserve Bank was prepared to be very accommodative in 
this respect. He had, thus, agreed in the case of West Bengal, 
to waive the condition relating to non-overdue cover for loans 
outstanding to the Reserve Bank if a phased programme for 
the adoption of the crop loan system was drawn up and im- 


plemented. 


Shri Johar reiterated that he was doing his best to enforce 
the system but had come up against certain practical diffi- 
culties to which he had given expression. 


Further discussion on this subject was deferred to the 
next meeting of the Committee. 


Irem IV—poLicy REGARDING MEDIUM-TERM LOANS FOR 
AGRICULTURAL PURPOSES 


Answering Shri Majumdar’s query as to the object of the 
agenda note, Shri Bhide explained that the need for fresh 
thinking in this regard arose because medium-term loans 
were not being provided with sufficient consideration for 
repaying capacity and that it had been seen that purposes 
such as land reclamation, development of orchards, etc., 
which should have required long-term loans were being 
sought to be financed with medium-term loans. 
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Shri Majumdar suggested that it might be an advantage 
if this item was also considered by the Apex Co-operative 
Banks’ Federation. 


Further discussion on this subject was deferred to the next 
meeting of the Committee. 


ITEM V-——OPERATION ON THE RESERVE BANK’S CREDIT LIMITS 

FOR FINANCING HANDLOOM WEAVERS” CO-OPERATIVES AND THE 

CRITERIA FOR RENEWAL OF CASH CREDIT LIMITS TO WEAVERS’ 
SOCIETIES 


Initiating the discussion, Shri Ramnath agreed with all 
the proposals made in the agenda note but expressed an appre- 
hension that their effect might be to make it more difficult 
to get the central co-operative banks to be responsive to the 
requirements of weavers’ societies, considering the fact that 
even otherwise the banks were somewhat conservative in 
undertaking this responsibility. 


Shri Appandarajan expressed his general agreement 
with the various principles proposed but raised certain points 
for further consideration. He felt that, as the drawings’ on 
the limits were likely to be more frequent in the case of the 
weavers’ societies than for agricultural credit societies, it would 
be better if the condition requiring that outstandings to the 
Reserve Bank should not exceed the outstandings against 
the weavers’ societies is required to be shown to have been 
satisfied only at the end of each month instead of every day. 


_Shri Bhide agreed that it would be in order if the 
position as at the end of each month was watched; if there was 


any deficit, it should be made good by the central co-operative 
bank within a period of seven days 


Continuing, Shri Appandarajan referred to the fact that 
in view of the limited number of branches of central co-opera- 
tive banks in his State, the weavers’ societies found it necessary 
and convenient to operate on their cash credits through the 


urban banks and urged that the operations on the latter 
should, therefore, be taken into account. 
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Dr. Datey clarified that this point had been already 
accepted. 


Shri Appandarajan then went on to emphasize that the 
need for a quick sanction of credit limits would increase, with 
the proposed insistence that the banks should operate on the 
limits on a reimbursement basis, 


While giving the assurance, that as far as the Reserve 
Bank was concerned, there would be no delay in the scrutiny 
of applications and sanction of limits, Shri Kasbekar pointed 
out that delays could be minimised if arrangements were 
made for the State Governments to offer a continuing guaran- 
tee to the Reserve Bank in respect of these credit limits. 


Touching upon the criteria proposed for the renewal 
of cash credit limits to weavers’ societies, Shri Appandarajan 
apprehended that the societies may not find it easy to 
satisfy both the criteria (i) and (ii) laid down in the 
agenda note especially in cases where marketing was likely 
to be delayed. 


Shri Chidambaram pointed out that no difficulty was 
likely to arise in this regard, as the sales turnover was ordi- 
narily expected to be twice or thrice the credit limit to be 


sanctioned. 


Shri Kasbekar stated that seasonal disparities in sales 
might not present a problem from this point of view as the 
condition prescribed was to be satisfied only for the year as 


a whole. 


Participating in the discussion next, Shri Dhar stated 
that while he agreed with the proposals generally he would 
suggest a gradual enforcement of this new procedure in view 
of the fact that co-operative banks were not too enthusiastic 
about financing weavers’ co-operatives. Secondly, he was 
not sure if the co-operative banks of Andhra Pradesh had 
enough resources to operate the credit limits to weavers’ 
societies on a reimbursement basis. He also stated that the 
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position was different from that for agricultural credit socie- 
ties and referred to the difficulty of remitting sale proceeds 
expeditiously where villages were remote. 


Shri Kasbekar said that insistence on remittances of sale 
proceeds was essential for ensuring that the facility was really 
operated as a cash credit. Further, he disagreed with the 
view that the co-operative banks of Andhra Pradesh were not 


responsive to the idea of financing handloom weavers’ socie- 
ties. 


Shri Bhide suggested that the way to make them more 
responsive was through implementing without delay, earlier 
recommendations regarding the constitution of special sub- 
committees on the boards of management of the central co- 
operative banks for financing weavers’ societies, the appoint- 
ment of a deputy manager to deal with such business, etc. 


Shri Kasbekar referred, at this stage, to the comments 
received from Prof. Karve to the effect that the idea under- 
lying the earlier concession regarding cover in respect of 
handloom finance was to make banks readier to take to this 
business as an example of industrial finance, and that it 
would be worthwhile to keep to this idea in at least selected 
cases to prove its efficacy. In Shri Kasbekar's view, States 


such as Andhra Pradesh and Madras could not come within 
the scope of any such exemption. 


Shri Appandarajan emphasized, in this connection, that 
an application of the principles set out in the agenda note 
with immediate effect, might cause some practical difficulties. 


Shri Dhar referred to the demand which had been put 
forward in Andhra Pradesh for the establishment of a sepa- 
rate co-operative bank for weavers” societies and suggested 
that the proposed criteria for sanctioning cash credits might 


be introduced at this stage while the reimbursement procedure 
might be enforced later. | 
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The Chairman said that if the money provided by the 
Reserve Bank was being used for financing handloom weavers’ 
societies, as required, insistence on the reimbursement prin- 
ciple should not cause any difficulty. 


Shri Kanakasabai stated that the principle of reimburse- 
ment was already being followed at the apex bank level in 
Madras. 


Shri Bhide felt that in the enforcement of the discipline 
set out in the note a start could be made with the States of 
Madras, Andhra Pradesh, Maharashtra and Gujarat and 
that it could be extended gradually to all the other States. 


Shri Kasbekar clarified that for credit limits to be sanc- 
tioned for 1965-66 the condition would be insisted upon 
only in the States where handloom finance had progressed well 
such as Madras, Andhra Pradesh, Maharashtra and Gujarat. 
For other States, this condition would be enforced from 
1966-67. 


The Committee approved of the proposals made in the agenda note 
but recommended that these may be made applicable gradually in those 
States where the switch-over to institutional financing of industrial co- 
operatives was relatively recent. 


The meeting came to a close at 1 p.m, 


THIRTIETH MEETING 
NOTE THREE 


GOVERNMENT GUARANTEE FOR DEPOSITS OF 
CO-OPERATIVE BANKS 


In December 1961, with a view to encouraging public 
deposits and thereby facilitating the supply of a large volume 
of credit through co-operative institutions, the Madras Govern- 
ment, in consultation with the Registrar of Co-operative 
Societies, decided to guarantee fixed deposits for 36 months 
and above to be raised by the Madras State Co-operative 
Bank and the district co-operative central banks to the extent 
mentioned below subject to the condition that the minimum 
rate of interest offered on these deposits was 5 per cent. 


Madras State Co-operative Bank Up to a maximum 
of Rs 125 lakhs. 


District co-operative central banks Rs 30 lakhs each. 


On 19 April 1962, the Reserve Bank wrote to the Finance 
Secretary, Government of Madras enquiring whether the 
State Government had considered the effect of the guarantee 
on their market borrowings as from the point of security there 
was very little difference between a loan floated by the Govern- 
ment and a deposit fully guaranteed in regard to payment 
of principal and interest by it, the rate of interest being out of 
line with what the State Government normally paid for their 
loans. It was also pointed out in the same letter that al- 
though the sums covered by the guarantee were limited 
there was bound to be pressure on the State Government to 
extend it in case the deposits rise above the limits indicated. 
It was further suggested that the guarantee should not be 
extended and that, in future, before such guarantees were 
given in respect of financial institutions, whether in the co- 
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operative sector or outside, the Reserve Bank should be infor- 
mally consulted before Government took a decision. 


On 3 May 1962, the Secretary, Reserve Bank of India, 
addressed the Finance Secretaries of all States pointing out 
that the action taken by one of the State Governments in 
guaranteeing a certain category of deposits of co-operative 
banks did not appear to have been done after full considera- 
tion of the effect of such action on the Governments’ market 
borrowings and suggesting that before extending such gua- 
rantees in respect of financial institutions whether in the 
co-operative sector or outside the Reserve Bank of India 
should be informally consulted. In September 1963, the 
Governor of the Reserve Bank also wrote to the Finance 
Ministers of all the States requesting the Goverriments to 
consult the Reserve Bank of India before guaranteeing the 
deposits received by any State-sponsored or State-supervised 
institution. 


In April 1964, during the annual discussions which the 
Deputy Governor had with representatives of the Madras 
State, it was pointed out that the Reserve Bank was actively 
considering the question of extending the scope of activities 
of the Deposit Insurance Corporation to co-operative banks 
also. The disadvantages arising from the type of artificial 
support which the State Government was providing to co- 
operative banks were explained at length to the State repre- 
sentatives. The Deputy Governor strongly urged that the 
‘guarantee might not be extended further. The Agricultural 
Credit Department following up the issues discussed at the 
meeting requested the State Government to inform the Reserve 
Bank of India of the action taken by it on each of the issues. 
The State Government in their letter dated 22 September 
1964, stated, ‘this Government consider that Government 
guarantee for fixed deposits of co-operative societies has to be 
continued because its withdrawal will create doubts in the 
minds of all investors and lead to disastrous results to the 
entire co-operative banking system’. In reply to this letter 
the Agricultural Credit Department wrote on 10 November 
1964, that the fear expressed by the State Government did not 
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appear to be justified. If thought fit, a clear statement by 
the State Government to the effect that the financial position 
of co-operative banks in the State no longer warranted an 
additional security to depositors by way of Government 
guarantee should be sufficient to allay the fears of the deposit- 
ing public. There did not also appear to be any legal impe- 
diment in doing away with the guarantee if Government took 
a decision not to provide guarantee in respect of any deposits 
received by the state and central co-operative banks after a 
specified date. ‘The letter also strongly reiterated the view 
expressed earlier that the State Government might withdraw 
their guarantee on deposits of co-operative banks. 


In their G. O. No. 5355 (Coop.,) dated 27 November 
1964 the State Government refixed the limit of guarantee for 
deposits of 36 months and above and carrying interest at not 
less than 5 per cent as shown below: 


In lakhs of Rupees 
Madras State Co-operative Bank .. 125 
Tiruchirapally Central Co-operative 
Bank op bs es ah 50 
Madurai and Tirunelveli Central Co- 
operative Banks e D T 35 each 
Coimbatore, Salem, North Arcot, 
Kancheepuram, South Arcot, 
Kumbakonam, Thanjavur, Ram- 
anathapuram and Madras District 


Central Co-operative Banks de 30 each 

Nilgiris, Pudukottai and Kanyakumari 

Central Co-operative Banks ot 20 each 
Total .. 575 


ke 


The amounts deposited in these banks by co-operative societies 
except by the Madras Co-operative Central Land Mortgage 


Bank from its sinking fund were excluded from the purview of 
the Government guarantee. 


On 21 May 1965, the Deputy Governor met the repre- 
sentatives of the State for the annual discussions and durin g 
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the course of the discussions wanted to know whether in 
regard to Government guarantee for deposits of co-operative 
banks any rethinking was being done by the State Govern- 
ment. The Commissioner of Food Production, Shri S. R. 
Kalwar stated in this connection that Government agreed to 
guarantee the deposits of the state and central co-operative 
banks without realising the full implications of such action. 
He further stated that having once given the guarantee, the 
Government felt that its withdrawal would create confusion 
and result in a flight of deposits from co-operative banks to 
commercial banks whose deposits were protected under the 
Deposit Insurance Scheme. The other State representatives 
also endorsed the views of Shri Kaiwar and pointed out that 
there were some more institutions such as the Madras Indus- 
trial Investment Corporation, the State Industrial Co-opera- 
tive Bank and the Madras Central House Mortgage Bank 
which similarly enjoyed Government guarantee for their 
deposits. One of the representatives from the State requested 
that State Government guarantee might be allowed to con- 
tinue until a deposit insurance scheme for co-operative banks 
was introduced. 


In reply to the Agricultural Credit Department's letter 
dated 19 November 1964, the State Government in their 
letter dated 29 May 1965, stated as follows : 


(1) If the guarantee is withdrawn, the medium-term 
depositors will naturally get scared and will transfer 
their deposits to other institutions where protection 
is available. 


(12) The withdrawal of guarantee without providing 
an alternative device like deposit insurance without 
at the same time withdrawing the guarantee in 
respect of other institutions like the Madras Indus- 
trial Investment Corporation will have disastrous 
effects on the co-operative banking structure as 
a whole. A possible rush on the banks for refund 
of deposits cannot be ruled out. 
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The State Government have further argued as follows : 


The quantum of loans issued by the central banks is steadily increasing, 
especially in the context of stepping up agricultural production. If the 
central banks are to fulfil this important task satisfactorily, they have to 
augment their own resources. The Reserve Bank of India insists on the 
State Co-operative Bank and the central banks increasing their own resources 
and takes this factor into account while sanctioning credit limits to the 
central banks. In mobilising the savings of the community for meeting the 
‘growing demand for production credit, the Government guarantee plays 
a major role. The question of increasing the total amount of Government 
guarantee has, therefore, been examined by this Government and it is con- 
sidered that the enhancement of the amount of guarantee is necessary, as 
otherwise the depositors may lose confidence in the co-operative banks 
and the inflow of deposits, which is very much needed in the context of the 
programme of accelerated expansion of agricultural credit will be affected. 


The State Government, therefore, propose to enhance the guarantee for the fixed 
deposits of the Madras State Co-operative Bank and the central co-operative 
banks from Rs 5.75 crores to Rs 10.00 crores as indicated in the annexure. The 
State Government further propose to re-align the rates of interest offered by the 
Madras State Co-operative Bank and the central co-operative banks on the same 
pattern as in the Madras Industrial Investment Corporation in respect of which 
the- concurrence of the Reserve Bank of India has already been obtained. -The 
State Government has requested the concurrence of the Reserve Bank of India 
for the proposed enhancement of Government guarantee for the fixed deposits 
in the Madras State Co-operative Bank and the ‘district central co-operative 
banks. 








ANNEXURE 

Existing Enhanced 

Name of the co-operative institution limit of limit now 

guarantee proposed 
+ 1 2 3 

(In lakhs of Rupees) 
Madras State Co-operative Bank Bi Di 125 200 
Nilgiris Co-operative Central Bank = Ce 20 95 
Coimbatore Co-operative Central Bank E 30 75 
Salem Co-operative Central Bank Sé 2 30 op 
Vellore Co-operative Central Bank EN Se 25 50 
Kancheepuram Co-operative Central Bank .. bag 25 50 
Cuddalore Co-operative Central Bank ja Ke 255 50 
Kumbakonam Co-operative Central Bank .. jak 35 50 
Thanjavur Co-operative Central Bank gé Se 35 50 
Tiruchirapalli Co-operative Central Bank .. F 55 75 
Pudukkottai Co-operative Central Bank .. a 15 25 
Madurai Co-operative Central Bank me bi 40 75 
“Ramanathapuraro Co-operative Central Ban -7 30 50 
Tirunelveli Co-operative Central Bank ` .. -ja 35 50 
Kanyakumari Co-operative Central Bank `. SS 15 25 
Madras Co-operative Central Bank - Es Ze 35 75 
Total 575 1,000 
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Following the action taken by the Government of Madras, 
the Government of Andhra Pradesh, in their G. O. Ms. 
No. 548, dated 30 March 1963, decided to extend guarantee 
to the deposits received by the Hyderabad Co-operative Apex 
Bank, the Andhra State Co-operative Bank and the central 
banks in the State. The limit of guarantee was stated to be 
upto the owned funds of the bank concerned. Deposits of 
co-operative societies in the State were to be excluded from 
the guarantee. The Agricultural Credit Department in their 
letter dated 23 April 1963, pointed out to the Government 
of Andhra Pradesh that the Government Order was issued 
without prior consultation with the Reserve Bank of India 
as was requested in the Bank’s letter dated 3 May 1962. It 
was further pointcd out to the State Government that the 
Andhra Pradesh Co-operative Central Land Mortgage Bank 
was finding it difficult to keep to its debenture programme 
and that the provision of Government guarantce for deposits 
of co-operative banks at more attractive rates was likely to 
affect the working of that institution. Further, provision of 
guarantee to deposits of co-operative banks was likely to 
weaken the capacity of the banks to mobilise deposits through 
their own efforts. The Government were, therefore, request- 
ed to make a fuller statement of their views on this issue. 
An application from the Hyderabad Co-operative Apex 
Bank for a credit limit on behalf of one of the central co-opera- 
tive banks in its area was also held in abeyance pending receipt 
of a reply from the Government of Andhra Pradesh. The 
Chief Officer held discussions on this issue with the Chief 
Minister of Andhra Pradesh when the views of the Reserve 
Bank of India were explained in detail. The Government of 
Andhra Pradesh thereafter reconsidered the matter and in 
their G. O. Ms. No. 1650 dated 20 July 1963, withdrew 
their earlier G. O. Ms. No. 548 dated 30 March 1963. 
The guarantee was, however, to continue in respect of fixed 
deposits accepted by the banks during the period- when the 
guarantee was in force. 


In October 1963, the Registrar of Co-operative -Socie- 
ties, Mysore State, issued a circular letter conveying the 
State Government’s decision to guarantee fixed deposits for 
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36 months and over raised by the Mysore State Co-operative 
Apex Bank and 15 district central co-operative banks. The 
deposits under guarantee by the apex bank should carry 
interest at 44 per cent per annum and those raised by the 
15 central banks should carry interest at 5 per cent per annum. 
The guarantee was not to be applicable to the reserve fund 
deposits and other investments of co-operative societies. The 
guarantee was to apply only to the additional deposits raised 
by the concerned banks during the period of two years from 
the date of the Government Order. The Agricultural Credit 
Department wrote on 30 December 1963, to the State Govern- 
ment pointing out that the Government Order was issued 
without prior consultation with the Reserve Bank of India 
as was requested in our carlier communication and also the 
various defects in the scheme of guarantee and requested 
the Government to reconsider their stand. The Govern- 
ment of Mysore in their letter dated 14 April 1964, stated 
that the Government Order was issued without prior consul- 

tation with the Reserve Bank of India by error. The Govern- 

ment further stated that once the co-operative banks are put 

on an equal footing with the commercial banks by the exten- 

sion of institutional insurance to their depositors it would no 
longer be necessary for Government to guarantee the deposits 

of the co-operative institutions. This issue came up for dis- 

cussion in the twenty-eighth meeting of the Standing Advisory 

Committee held in January 1965, when problems of co-opera- 

tive development relating to Mysore were discussed. ‘The 

representative of the Government of Mysore, Co-operation 

Department stated that the guarantee would not be renewed 

when such guarantee expired on 1 October 1965. 


The Finance Secretary, Government of Orissa wrote to 
the Secretary, Reserve Bank of India, stating that the State 
Government had under consideration a proposal to guarantee 
the deposits made by private parties in the apex and central 
co-operative banks and requested the Reserve Bank to offer 
its comments. The various objections to such a procedure 
were pointed out to the Government of Orissa who were re- 
quested to drop the proposal. No further action in regard 


to the proposal appears to have been taken by the State 
Government: l | 
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On receipt of a report that the Bihar State Co-operative 
Council decided, at its meeting held at Ranchi on 25 May 
1965, to extend Government guaranteé for the deposits of 
central co-operative banks, the Agricultural Credit Depart- 
ment conveyed the views of the Reserve Bank on this issue to 
the State Government and requested them to consult the 
Reserve Bank of India before taking a final decision on the 
recommendation that may be made by the Bihar State Co- 
operative Council. 


At the nineteenth meeting of the Standing Advisory 
Committee held in December 1961, a reference was made to the 
introduction of the Deposit Insurance Scheme for commercial 
banks and the apprehension that its being confined to those 
banks might adversely affect the deposits of co-operative 
banks. The matter was again considered at the’ twentieth 
meeting of the Standing Advisory Committee in February 
1962, in the context of a discussion on the credit targets under 
the Third Five-Year Plan and the resources of the co-operative 
credit structure and also at the twenty-first meeting held on 
15 June 1962. Following a detailed discussion, the Committee 
resolved that the Reserve Bank might constitute a Working 
Group to examine the different aspects of the problem of 
insurance of co-operative deposits. The report of the Work- 
ing Group was placed before the twenty-fourth meeting of the 
Standing Advisory Committee when it was decided that the 
Agricultural Credit Department might prepare a scheme on 
the basis that the insurance of co-operative deposits also would 
be taken up by the Deposit Insurance Corporation. The 
scheme for extending the activities of the Deposit Insurance 
Corporation to co-operative banks as well as a scheme for 
extending certain provisions of the Banking Companies Act 
and the Reserve Bank of India Act to co-operative banks 
were considered at the twenty-fifth meeting of the Standing 
Advisory Committee held on 25 October, 1963. The Com- 
mittee decided that the views of the State Governments on 
the various proposals may be obtained by convening-a con- 
ference of their representatives. 


Accordingly, a conference of representatives of State 
Governments, Registrars of Co-operative Societies and Chair- 
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men of state co-operative banks was held at Bombay on 
19 November 1963, to consider the proposals made by the 
Reserve Bank of India. ‘The views expressed by the repre- 
sentatives at this conference as well as those conveyed later 
in writing were considered by the Standing Advisory Com- 
mittee at its twenty-sixth meeting held on 10 April 1964. 
In the light of subsequent discussions held with the Union 
Ministers for Finance and Community Development and 
Co-operation, draft bills for extension of certain provisions 
of the Reserve Bank of India Act and the Banking Com- 
panies Act to co-operative banks and insurance of their depo- 
sits by the Deposit Insurance Corporation were forwarded to 
the Ministry of Finance. The Government of India advised 
the Reserve Bank of India in September 1964, that it had 
been decided to drop for the present the proposal relating to 


the extension of the Deposit Insurance Corporation Act to 
co-operative banks. 


When the Banking Laws (Application to co-operative 
societies) Bill, 1964, came up for discussion in the Lok Sabha 
on 18 February 1965, one of the points pressed by the Mem- 
bers of Parliament was that the scheme of insurance of depo- 
sits should be made applicable to co-operative banks also. 
The Finance Minister gave an undertaking that a separate Bill 
would be introduced to that effect as soon as there was an 
indication that State Governments would agree to amend 
their State Co-operative Societies Acts as suggested by the 
Reserve Bank. In April 1965, the Union Minister for Com- 
munity Development and Co-operation addressed a letter to the 
Chief Ministers of all States emphasizing the need to take steps 
to amend the State Co-operative Societies Acts so that the 
benefit of deposit insurance could be extended to the co-ope- 
rative banks. The State Governments have been requested 
to consider the matter and indicate whether they would be 
prepared to take advantage of the deposit insurance scheme 
and agree to amend the State laws suitably. A note indi- 
cating the amendments necessary to the State Acts for 
enabling the benefits of the Deposit Insurance Corporation 
being extended to co-operative banks has been forwarded by 
the Agricultural Credit Department to the State Governments, 
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While efforts are being made by the Reserve Bank of 
India as well as the Union Ministry of Community Develop- 
ment and Co-operation to extend the benefits of the scheme of 
insurance of deposits to co-operative banks, the Govern- 
ment of Madras appear to be anxious to continue their 
guarantee for the deposits of co-operative banks. In their 
letter dated 29 May 1965, the Government of Madras have 
stated that the withdrawal of the guarantee without providing 
an alternative device like deposit insurance and without at 
the same time withdrawing the guarantee in respect of other 
institutions like the Madras Industrial Investment Corpora- 
tion, will have disastrous effects on the co-operative banking 
structure as a whole. In order that the rates of interest on 
deposits bearing guarantee may not be made too attractive, 
the State Government propose to re-align the deposit rates 
on the lines of those approved by the Reserve Bank of India 
for the Madras Industrial Investment Corporation. The 
state financial corporations accept deposits exceeding 12 
months and such deposits have to be guaranteed by the 
State Government under the State Financial Corporations 
Act. The Madras Industrial Investment Corporation 
although. a non-statutory organization has its deposits for 
periods of 12 months and over guaranteed by the Govern- 
ment of Madras. Following the increase in the Bank Rate 
to 5 per cent in September 1964, the Reserve Bank had sug- 
gested the following interest rates which the state financial 
corporations including the Madras Industrial Investment 
Corporation might offer : 


For deposits upto and including Rs 50,000 


Period of deposit Rate of interest 
per annum 
(per cent) 
12 months and over but less than 24 months 54 
24 months and over but less than 36 months 54 
36 months and over but less than 60 months SE: 


60 months and over 64 
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For deposits above Rs 50,000 


12 months and over but less than 24 months 44 
94 months and over but less than 36 months 43 
36 months and over but less than 48 months 5 

48 months and over but less than 60 months 54 
60 months and over 54 


Following the increase in the Bank Rate to 6 per cent, 
with effect from 17 February 1965, the institutions were 


advised that they may raise the above interest rates uniformly 
by 1 per cent. 


The State Government may argue that if the interest 
rates on deposits of the co-operative banks are brought in line 
with those offered by the Madras Industrial Investment 
Corporation, the Reserve Bank cannot object to Government 
guarantee on the ground that it would affect the State Govern- 
ment’s borrowing or the floatation of the Madras Co-opera- 
tive Central Land Mortgage Bank debentures. In effect 
this means that the State Government are prepared to agree 
to the co-operative banks in the State adopting deposit rates 
which have the Reserve Bank’s approval, if the Reserve Bank 
also agree to continuation of the Government guarantee. 
The state financial corporations and the Madras Industrial 
Investment Corporation are institutions specially set up for 
advancing term loans to industries and they are to raise their 
resources either by floatation of bonds and debentures or by 
mobilization of deposits. As these institutions are not ina 
position to offer the banking facilities offered by commercial 
and co-operative banks, special assistance from Government 
in the form of Government guarantee for deposits to enable 
them to compete with banking institutions was found to be 
necessary. The same type of assistance is not required by 
co-operative banks which, in addition to raising deposits from 
the public, secure considerable amount of assistance from the . 
Reserve Bank of India in the form of large accommodation 
at concessional rates, and from the State Government in the 
form of share capital contribution, managerial subsidy, etc. 


Note Three 69 


It is doubtful whether the withdrawal of the guarantee 
of deposits of co-operative banks while such a guarantee con- 
tinues in respect of the Madras Industrial Investment Cor- 
poration would result in any large scale shift of deposits from 
the former to the latter institution. The Madras Indus- 
trial Investment Corporation has its office only in Madras 
City. Thus, Government guarantee for the deposits of this 
institution is not likely to affect the deposits of the central 
co-operative banks in the districts. At the most, it may be 
said that the withdrawal of the Government guarantee for 
deposits of co-operative banks may have an adverse effect on 
the deposits of the Madras State Co-operative Bank and the 
Madras District Central Co-operative Bank. However, even 
this contingency may not occur as both these institutions have 
built up a good clientele and reputation in the city. . 


During the discussions which the Deputy Governor held 
with representatives of the State in May 1965, some of the 
representatives had pointed out that while there was Govern- 
ment guarantee in respect of the deposits of the Madras State 
Industrial Co-operative Bank and the Madras Central House 
Mortgage Bank, the guarantee for deposits of the state and 
central co-operative banks should continue. There is 
hardly any justification for continuing Government guarantee 
for the deposits of the Madras Industrial Co-operative Bank 
once a decision is taken by Government to withdraw the 
guarantee for deposits of the state and central co-operative 
banks. As regards the Central House Mortgage Bank, the 
resources required by it are long-term in nature which will 
have to be raised by floatation of debentures. As such, this 
Institution need not accept deposits from the public except 
when such deposits are made as advance contribution to 
debentures. There is thus no need for the State Govern- 
ment to continue to guarantee the deposits raised by this in- 
stitution. 


The provision of Government guarantee for a particular 
category of deposits namely those for periods of 3 years and 
Over may Cause a disproportionate growth in such deposits 
to the detriment in the growth of other types of deposits. 
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This has, in fact, happened in the case of some of the central 
co-operative banks in Madras. The collection of large 
medium-term deposits would induce the banks to go in for 
large medium-term lendings thus curtailing its available 
resources for absorption of overdues on account of short-term 
loans. This inevitably leads to restricted use of the short- 
term credit limit available from the Reserve Bank of India. 
Further, the rate of interest on fixed deposits being higher, 
the average cost of mobilisation of deposits would increase’ 
resulting in a lowering of the profits of the institution. 


The State Government have requested the concurrence 
of the Reserve Bank of India for an enhancement of the total 
limit of guarantee from Rs. 5.75 crores to Rs. 10.00 crores. 
The Reserve Bank’s views in regard to the provision of any 
kind of guarantee by Government for deposits of co-operative 
banks have been made clear time after time to the State 
Government. There cannot, therefore, be any question of 
the Reserve Bank agreeing to concur in an enhancement of 
the limits for which the guarantee is provided. At the same 
time whether the guarantee by the State Government should 
be only for a specific category of depositors and not for all 
depositors and whether the Reserve Bank as the major creditor 
should not also ask the State Government to provide guarantee 
for the credit limits sanctioned to the state co-operative 


bank on behalf of the central co-operative banks has also to'be 
considered. 


The Standing Advisory Committee is requested to con- 


sider the request made by the Madras Government and make 
its recommendations. 


PROCEEDINGS 


The thirtieth meeting of the Standing Advisory Com- 
mittee on Rural and Co-operative Credit was held on 15 June 
1965. Shri P. C. Bhattacharyya, Chairman, presided. The 
following members and invitees attended the meeting : 


Shri M. R. Bhide (Vice-Chairman), Shri B. Majumdar 
(Member), Prof. D. R. Gadgil (Member), Shri R. G. Saraiya 
(Member), Prof. D. G. Karve (Member), Shri N. P. Chatterji 
(Member)*, Shri P. D. Kasbekar (Member-Secretary),. 
Shri V. P. Johar** and Shri V. K. Appandarajan. The 
following members were unable to attend: Shri B. Sivara- 
man, Shri D. P. Singh, Shri K. Acharya and Shri R. Kana- 
kasabal. 


The following officers of the Reserve Bank of India also 
attended the meeting: Shri V. M. Jakhade, Shri K. C.. 
Cheriyan, Dr. OD Datey, Shri A. N. Vij, Shri P. N.T. 
Chary, Shri K. R. Gopalaiengar, Dr. S. B. Mahabal, Shri G. 
S. Shukla, Shri A. N. Choksi, Shri CO G. Ramasubbu and 


Shri R. P. Satpute. 
The meeting commenced at 11.00 a.m. 


ITEM ONE—IMPLEMENTATION OF THE CROP LOAN SYSTEM 


After the Chairman had welcomed the members and 
invitees to the meeting, the agenda item relating to the imple- 
mentation of the crop loan system was taken up for considera- 


tion. 


* Joined the meeting at 12 .15 p.m. 
** Joined the meeting at 11.30 a.m. 
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Initiating the discussion, Prof. Gadgil referred to the 
difficulty mentioned by Shri Majumdar in regard to the 
absence of a provision in the West Bengal Co-operative 
Societies Act, for enabling a charge on crops raised by the 
borrower to be created in favour of the co-operative society. 


Clarifying the position, Shri Kasbekar said that there 
was already a provision for a charge on the crop but not for a 
charge on land and that the law was being amended to make 
up this lacuna, 


Shri Bhide pointed out that the major aspects of the 
-amendment to the West Bengal Co-operative Societies Bill, 
which was at the stage of consideration by the Select Com- 
mittee, related to the creation of a charge, powers for com- 
pulsory amalgamation of co-operative societies and powers 
for compulsory amendment of the bylaws on the initiative 
of the Registrar of Co-operative Societies. 


Shri Majumdar stated that the amendments proposed 
might not come into effect till the following year and that he, 
‘therefore, apprehended considerable difficulty in giving 
effect to the crop loan system immediately but assured the 


Committee of the acceptance of the crop loan system in prin- 
ciple in his State. 


Alluding to the observations reported to have been made 
by Shri Johar at the previous meeting of the Committee, 
Prof. Gadgil stated that he could not make out whether Shri 
Johar had basic objections to the crop loan system or was only 
pointing out the difficulties faced in its implementation. 


Prof. Karve observed, in this connection, that, with a 
view to bringing about a shift from security to productive use 
as the basis for credit, considerable educative effort appeared 
to be necessary in the Punjab, at different levels. He added 
that if the Punjab authorities, however, wished to stick to 
traditional attitudes and continue their old system of lending, 
they could not assume that the Reserve Bank would continue 
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its own liberalised lending policies and will not revert to the 
procedures and principles which governed its earlier policies 
in this regard. 


Elucidating the position in reply to Shri Saraiya’s query, 
Prof. Karve stated that, under the earlier system, full repay- 
ment of all outstandings of the previous year was insisted on 
before the new year’s limit could be sanctioned to a state co- 
operative bank. It was on the assumption that the funds 
would be used for financing production and the consideration 
that the production period was not uniform throughout the 
country or even throughout a State that the Reserve Bank 
was persuaded to waive its ealier insistence on full repayment 
before the sanction of new limits and allowed operation on the 
credit limits in a flexible manner. If this facility were to 
continue, the Reserve Bank was certainly justified in seeking 
to assure itself that its funds were being used in the manner 


expected. 


Intervening, Shri Vij stated that, whatever Shri Johar 
might have pointed out at the meeting of the Committee, he 
had been impressing on his officers and co-operative workers 
in the Punjab at various conferences that the crop loan system 
should be implemented. The major difficulties which Shri 
Johar apprehended related to inadequacy of staff and short- 
age of resources. 


Prof. Gadgil stated that to the extent to which the diffi- 
culty arose from an inadequacy of communication of ideas 
relating to the crop loan system, what was required was more 
of educative effort. The crop loan system, no doubt, called 
for more resources, but then unless there was an appreciable 
increase in the level of operations all talk of co-operative credit 
replacing the moneylender would remain on paper. 


At this stage Shri Johar joined the meeting. 
Answering Prof. Karve’s query whether the position in 


regard to co-operative staff Io the Punjab was different from 
that in the rest of the country, Shri Kasbekar stated that 
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there was no major difference except that the central financing 
agencies in that State had no supervisory staff of their own. 


Shri Johar informed the Committee that a beginning had 
already been made with the introduction of the crop loan 
system in the Punjab in selected blocks spread over 7 districts 
which were comparatively better placed in the matter of 
staff. He apprehended that if production requirements had 
to be assessed as a proportion of the gross produce in the 
manner envisaged under the crop loan system, the resulting 
demand as represented by the maximum credit limits to which 
the cultivators would be eligible would work out to be far in 
excess of the available resources. At half the value of farm 
produce attributable to the co-operative membership in the 
State, the expected credit eligibility would be of the order of 
Ks 300 crores as compared with the existing level of total 
maximum credit limits of Rs 70 crores, against which Rs 25 
crores were the outstandings. He, therefore, felt that the 
resources with the co-operative credit structure were too in- 
adequate for meeting the likely requirements of credit on the 
basis of the crop loan system. He went on to suggest that, 
irrespective of the system on the basis of which credit eligibility 
was determined, it was the managing committee of the village 
society which fixed the actual credit limit available to a cul- 
tivator on the basis of the past performance of the borrower 
and intimate knowledge which the managing committee had 
of each member. He also felt that the introduction of a com- 
plicated formula to determine credit eligibility would result 
in more work for the co-operative staff, which was far short 
of the need in the districts of the State other than Ludhiana. 
Account had also to be taken in this connection of the calibre 
of the staff which would have to calculate the credit limits, All 
existing indications were that this staff might not be in a posi- 
tion to handle satisfactorily the work involved in the crop 
loan system. He referred to the emphasis which according 
to him, the Mehta Committee had placed on the need for 
flexibility and suggested that the Reserve Bank might only 
indicate broad principles which should be observed in the 
financing of cultivators and leave the States free to determine 
how best the maximum credit limits of individuals might 
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be calculated with reference to these principles. Referring 
to the fact that the basis for determining the repaying capa- 
city of a member had already been revised more than 
once in the short period which had elapsed since the Action 
Programme was finalised, and that he had spent much time in 
arriving at a basis for determining the marketable surplus 
of a cultivator as required in terms of the earlier formula, he 
urged that a simple formula should be devised for the purpose 
and that no frequent changes be made in it as training the 
staff in the field presented great difficulties. 


Explaining the circumstances under which this change 
was decided upon, Shri Kasbekar stated that it was with a 
view to simplifying the basis and avoiding difficult calculations 
that it was decided to take one half of the gross produce as 
a broad measure of repaying capacity. | 


As for the reduction of eligibility for accommodation 
from the Reserve Bank proposed iff the Agenda Note, Shri Johar 
expressed the hope that this decision would be implemented 
only gradually. Further, he doubted if the Vaikunth Mehta 
Committee intended that introduction of the crop loan system 
should be insisted upon as a condition for the liberalization 
of credit limits by the Reserve Bank. 


As a member of the Mehta Committee, Shri Bhide ex- 
plained how, having recommended the introduction of the 
crop loan system, the Committee sought to help the co-opera- 
tive credit structure to meet the consequent increase in the 
demand for loanable resources by recommending to the 
Reserve Bank a liberalization of its standards for financial 
accommodation. 


Elaborating on the question of how the various recom- 
mendations of the Committee had to be taken together, 
Shri Kasbekar stated that it was to make provision for the 
immediate implications of the implementation of the crop 
loan system, in two particular aspects, viz., the need for larger 
resources and the fear of larger risks, that the Mehta Gom- 
mittee had recommended the liberalization of the Reserve 
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Bank’s standards of accommodation on the one hand and 
contribution to the bad debt reserves at the primary and cen- 
tral bank levels on the other. 


Shri Johar referred in this context to the deviations being 
made from Vaikunth Mehta Committee's recommendations 
in other respects and cited as an instance the fact that the 
maximum population limit set by them for coverage by a 
primary co-operative credit society was being considered as 
the minimum necessary for a viable unit. 


Intervening, Shri Bhide emphasised the need for a realis- 
tic approach to the problem and pointed out that estimates 
of credit needs on the basis of overall figures of acreage, etc., 
would not be correct for various reasons. For example, it 
could not be assumed that all cultivators would necessarily 
borrow ; the data of the All-India Rural Debt and Investment 
Survey had shown that only a little over one-half of the culti- 
vators reported borrowing in a year. Further, one had to 
take account of the need to fix certain upper limits of indivi- 
dual maximum borrowing power, in the context of the scarcity 
of resources and the ability of the larger cultivators to finance 
a greater part of their outlays from their own resources. 
However, while he would not accept Shri Johar’s estimates 
of the likely credit requirements in the Punjab under the 
crop loan system, he agreed that the demand for funds would 
definitely go up as a result of the adoption of the crop loan 
system. It was for the co-operative credit structure in the 


State to find ways and means of augmenting its resources for 
meeting such increased needs. 


Answering Shri Johar’s query as to the manner in which 
one should determine how much of the expected outlay should 
be met from out of the cultivator’s own resources, Shri Kasbe- 
kar stated that it was not as if even under the existing system 
in the Punjab, every cultivator was automatically financed 
to the full extent of his eligibility without consideration of the 
extent to which his own resources could meet the ascertained 


needs and the same would be true even u 


nder the crop loan 
System. 
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Shri Bhide emphasized that the rationing of scarce resour- 
ces, which was a feature of current practice, would not dis- 
appear even under the crop loan system. 


Shri Johar suggested that if what the cultivator would 
actually get was to be different from the quantum of his 
maximum eligibility, it should be left to the managing com- 
mittee to determine the former. Referring to the ‘kind’ 
component of the crop loan, Shri Johar apprehended that 
fertiliser being in short supply in the Punjab, the cultivators 
might ask for the fertiliser component of credit even if they 
could meet the expenditure on this input from their own 


| resources. 


Shri Bhide pointed out that if there was a general short- 
age of the type described, the component of fertiliser.to which 
the cultivator would be entitled as part of the crop loan scale 
of finance was also bound to be correspondingly low. 


Shri Johar stated that he was not clear as to who would 
determine the magnitude of the fertiliser component and 
expressed the fear that the less influential cultivators might 
not be able to secure fertiliser. 


Shri Kasbekar clarified that the component of fertiliser 
in the scale of finance was expected to be fixed with reference 
to the total availability in the area. 


The Chairman observed that according to his understand- 
ing, even under the present system, there was an assessment 
of needs of fertilizer with reference to the supply position and 
expressed the view that a rationing of the available funds or 
fertilisers was bound to obtain under any system of credit. 


Explaining the background to the crop loan system, 
Prof. Gadgil stated that this system, as it had been evolved, 
had come out of a felt need for a more liberal system of lending. 
The problem which was faced was that of liberalising in a 
meaningful manner, restrictions implied in the maximum 
borrowing power of individuals and the socteties which had 
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been fixed at low levels and without any rational basis. In 
this process, it was seen that while different crops required 
different outlays, it had happened that, broadly, the crops 
which were more costly to raise were also those which gave 
the larger return. The operating principle, therefore, was 
that the basic requirement of production finance should be 
related to the business of raising the crop and it was as- 
sumed that if this were done, the total quantum of finance 
would go up adequately to those who needed it and repayment, 
if properly watched, could be expected to come out of the 
proceeds of the crop raised. Initially, this system was applied 
to cash crops in the case of which variations in this regard 
were great and it was, by and large, found to be effective. He 
would not press for a change in the existing system in any 
State where everyone was satisfied with what had been going 
on but then almost everywhere it did appear that the older 
system failed to provide adequate credit. 


Drawing attention to arfdther aspect of the older system, 
Prof. Gadgil stated that it gave too much discretion to the 
managing committees of the primary societies and the officials 
of the co-operative banks to make arbitrary cuts. Under the 
crop loan system, which worked in a fairly simple and easy 
manner in Maharashtra, the scales of finance were broadly 
determined on the basis of discussions at an annual field 
workers” conference, in each district. As the costs of produc- 
tion increased over the years, the levels of credit had also 
been suitably raised. He did not see how at all they could 
go back to credit on the basis of the old system which would be 
forthcoming at relatively low levels, In some of these areas, 
the new system did not make initially much difference to the 
levels of lending but it was soon found, as with the provision of 
credit for the banana crop in Jalgaon that adequate financing 
was not possible except under the crop loan system. 


Clarifying that there had been no attempt in Maharashtra 
to make calculations on a district or State basis in regard to 
the quantum of credit needs, Prof. Gadgil pointed. out 
that aggregative calculations were not meaningful in this as 
in several other respects in India. The major merit of the 
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crop loan system was that it was simple and could be operated 
in a flexible manner though it certainly required more data, 
more resources and more staff than that required for the lend- 
ing on traditional lines. The experience of Maharashtra was 
that as the system started working, the necessary funds came 
in by way of deposits. As for staff, if the credit structure 
was lending substantially larger amounts — in Maharashtra 
the quantum of credit had gone up by 10 times — the 
earnings by way of margin also rose and helped to pay for the 
extra staff. Even every branch of the central bank had its 
own field staff and there was no need for subsidy. 


Continuing, Prof. Gadgil said that he could understand 
an officer of the Co-operative Department being appalled 
at the prospect of the crop loan system being intfoduced in 
one step for the whole State and in the context of paucity of 
resources. But this was not the way it was intended to happen. 
A start should be made with districts in which commercial 
crops might be predominant and the system should then be 
gradually extended to the entire State. Flexibility—which ` 
had been emphasized by Shri Johar—was no doubt necessary 
but only if it meant the need for adapting the new ideas to 
suit the local circumstances of different areas and not a rigid 
adherence to old practices. 


Prof. Karve, referring to certain fundamental considera- 
tions which in his opinion, had to be kept in view in this dis- 
cussion, stated at the outset, that the entire programme of 
expanding co-operative agricultural credit was not aimed 
at the needs of a farmer who had resources of his own or who 
was in a position to raise funds on the basis of the security 
which he could offer. Secondly, the dispensation of credit 
was expected to be based not on the borrower’s eligibility 
but on the productive use of the credit, the main considera- 
tion being that a good cultivator should not be handicapped 
by lack of credit. Hence, emphasis on relating the quantum 
of credit to production needs and not to land revenue. Final- 
ly, the entire programme was conceived mainly for the 
small farmer who had so far remained outside the membership 
of the co-operative. It appeared to him that in the Punjab 
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the responsibility to see the programme through was looked 
upon as one of the Co-operative Department. He emphasized 
that the primary responsibility should be that of the co-opera- 
tive credit structure itself, i.e., of the agricultural credit socie- 
ties and the apex and central co-operative banks. What was 
important was to strengthen the hands of the local people 
and bring together, at the field level, the co-operative and 
agricultural people in each area. The responsibility of the 
Co-operative Department was only to see that this system of 
lending on the basis of ascertained production need is imple- 
mented in the place of the old system where security was the 
main consideration. Prof. Karve concluded by saying that 
the performance in the Punjab in this respect would be judged 


not by the methods adopted to this end but by the results it 
would yield. 


_ Shri Johar stated that he was grateful for this clarification 
as it made his task easier to the extent that it provided for 
considerable flexibility in implementation. 


Answering Prof. Karve’s query regarding the size of 
taccavi loans in his State, Shri Johar said that the taccavi, 
mainly, provided for fertiliser, amounted to Rs 80 lakhs to 
Rs 85 lakhs in Ludhiana district alone. He explained that 
every extension officer in the block was authorised to issue a 
permit for fertilizer. 


Shri Bhide drew attention in this connection, to the fact 


that the low rate of interest on the fertilizer loan was also 
an attraction. 


Shri Johar stated that co-operative lending policies were 
being- simplified in the Punjab and that even tenants were 
being advanced loans on the basis of two sureties. 


Intérvening, Shri Bhide. pomted out that this had to be 
viewed in the light of the fact thai the law in the Punjab 
had not permitted the sale of the Cultivator’s land till the 
repeal of the Alienation of Land Act, 1950, ` 


Proceedings 81 


Shri Johar went on to emphasize the fact that Punjab 
showed a high level of deposits as compared with the rest of 
the country at the primary level, in spite of the absence of the 
crop loan system. Another special feature of the co-operative 
credit structure in the State, according to him, was the exis- 
tence of streng independent autonomous societies at the 
primary level. In view of this background and the fact that the 
primary society borrowing in its corporate capacity reserved 
the freedom to disburse the loans to the members as it chose, 
the societies did not appreciate the insistence on credit state- 
ments showing the amounts to be lent being sent in advance to 
the co-operative banks. Answering a query of Prof. Karve, 
Shri Johar stated that the level of overdues in the Punjab 


was only 23 per cent. 


Commenting on these observations, Prof. Karve stated 
that he did not attach much significance to these features as 
the own resources of the primaries were probably locked up 
in their overdues and the autonomous character of the co- 
operatives could not be assumed to obtain while the Depart- 
mental staff generally controlled their operations and even 
the credit limits had in all cases to be approved by the Assis- 


tant Registrar. 


Shri Bhide added that the impressive position of deposits 
at the primary level was restricted to the four districts of 
Ludhiana, Jullundur, Amritsar and Hoshiarpur and was 
related to special factors such as the remittances of the persons 
employed in the armed forces and those settled abroad rather 
than the inherent strength of the primaries. 


Drawing attention to another feature of the co-operative 
credit situation in the Punjab, Shri Johar stated that the 
disbursement of credit was very quick as the interval between 
the date of application and the date of sanction was short. 
He expressed his apprehension that the timeliness of lending 
might suffer if the crop loan system were introduced. 


On this point, Prof. Karve observed that, even ifa formal 
_ submission of a normal credit statement to the central bank 
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prior to the sanction of loans did not take place, the society 
itself should not fail to operate on the basis of a statement of 
this kind, which gave particulars of crop, acreage, expected 
produce, etc., and the supervisor of the central co-operative 
bank should ensure that this was done and that the bank ad- 
vanced its loans only on that basis. 


Shri Bhide pointed out that, from this point of view, 
it was a major lacuna that supervision in the Punjab was not 
by the central co-operative banks but only by Government 
officials. The Government Inspector’s recommendation was, 
in the circumstances, usually accepted by the central financing 
agency as it had no staff of its own nor any data. 


At this stage, Shri Chatterji joined the meeting. 


The Chairman invited Shri Chatterji to clarify the back- 
ground to the suggestions made in the Action Programme in 
regard to the extent to which production outlays were expected 
to be met from credit and the extent to which they were to 
be financed from the cultivators’ own resources. 


Intervening, Shri Bhide explained that the Action Pro- 
gramme had been issued after detailed discussions held between 
the representatives of the Ministry of Agriculture, the Ministry 
of Co-operation and Community Development, the Planning 
Commission and the Reserve Bank of India. All that was 
broadly set out was that the need for credit should be worked 
out in terms of the miscellaneous cash outlay, inputs in kind 
and the cash outlay consequent on the use of these inputs. 
While at one extreme, in the Package districts project officers 
had generally taken the view that no credit should be provided 
to those who did not have production plans, the three com- 
ponent formula was evolved to ensure that some credit in cash 
was available to all cultivators and, that additional eligibility 
accrued only with the use ofinputs. In the light of subsequent 
discussions, it was felt that it would not be practicable to 
determine the repaying capacity on the basis of marketable 
surplus of produce and off-farm income which were not easy 
to compute and that the basis should be simplified. Though 
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there was delay in the understanding and acceptance of what 
was suggested in the Action Programme, the ideas were un- 
doubtedly percolating to the field level, though gradually. 


Supplementing these obervations Shri Chatterji said that 
the Action Programme was finalised only after it had been 
considered in four Regional Conferences covering all the 
States and certain simplifications had been considered in the 
light of these discussions. It was possible that the assumptions 
made in regard to the repaying capacity, etc., were somewhat 
arbitrary and represented only some acceptable optima but 
these could be revised in the light of experience. Further, 
most States which had accepted the programme and followed 
it up in practice did not seem to have found it so unworkable 
as Shri Johar seemed to apprehend. Shri Chatterji’s own 
fear was that the officers in the Punjab were so psychologically 
tied up with what had been going on in that State for years 
that they were reluctant to switch over to a system which 
attempted to determine the need of a cultivator on a different 
basis. He also drew attention to the fact that the Action 
Programme did not cover merely the crop loan system but 
also sought to suggest various measures for strengthening the 
credit institutions at different levels, vzz., the primary societies 
and the central banks and for building up their resources, 
in the form of special thrift deposits, share capital, etc. 
Though in certain areas the District Collectors continued to 
take the view that no credit should be provided unless the 
fertilizers were lifted and farm plans were drawn up, it had 
been agreed at recent discussions with the Agriculture Ministry 
at the highest level that 1t would not be fair to impose such 
restrictions and that the cultivators should not be thus penalis- 
ed in circumstances where it was not found possible to prepare 
farm plans for all of them in time. Shri Chatterji also 
pointed out that the State level conferences such as the one 
which was shortly to be held in Bhopal, would go into the 
various practical problems likely to arise in the implementation 
of the crop loan system. Finally, he emphasized that those 
who advocated the crop loan system were not rigid in the 
matter of the specific working rules which had been suggested 
in the Action Programme and which they would be willing 
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to modify in the light of experience but were only particular 


about the basic objective of providing adequate credit with 
reference to production outlay. 


Prof. Karve pointed out, in this connection, that there 
was a need to take this whole problem out of the area of 
official direction and to involve, to the maximum extent 
possible, the non-official co-operators in the tackling of the 
various difficulties likely to be faced in this respect, by asso- 
ciating them with educational effort of the kind being attempt- 
ed in these State level conferences. The real trouble was 
that in some States there was no felt need for these changes 
at the base and it was necessary, therefore, to improve the 
understanding of the situation by the people in the field. 


Shri Saraiya emphasized the need to provide for the 
formula relating to determination of repaying capacity, to be 


modified with reference to individual circumstances in different 
parts of the country. 


Prof. Gadgil suggested that, from this point of view, it 
might be helpful if the Standing Advisory Committee were to 
refer some of these problems to the Apex Co-operative Banks’ 
Federation so that they could be further examined and cleared 
up. 


Shri Chatterji welcomed the idea of associating co-opera- 
tive banks and their leadership with these conferences and 
stated that it would be an advantage if the conferences were 
organised and conducted by the institutions themselves. 


Summing up the discussion, the Chairman observed that 
there seemed to be a consensus that the crop loan system 
should be adopted and implemented gradually in every State. 


Prof. Gadgil suggested that it might be recorded that 
steps towards implementation were being taken in different 
States. He felt that the difficulties raised by Shri Johar were 


largely those relating to practical implementation and not to 
any fundamental objections in principle. 
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Shri Johar clarified in this connexion that he was not 
opposed to the crop loan system and that he would try to 


popularise it in the Punjab. 


The Standing Advisory Committee was in agreement with the 
view expressed in the agenda note that the crop loan system should 
be adopted and implemented as soon as possible all over the country 
and, while noting that certain steps in.this direction had already 
been taken in various States, emphasized the need for accelerated ef- 
forts to pursue the further implementation of this system in every State. 


ITEM TWO—-MEDIUM-TERM LOANS FOR AGRICULTURAL PURPOSES 


Initiating the discussion, Shri Kasbekar explained that 
the object of the present discussion was to provide some advise 
to the co-operative banks in regard to the manner in which 
the provision of medium-term agricultural credit could be 
rationalised. The present situation was that no account was 
being taken of the repaying capacity in this context, the 
general concern being mainly with the availability of security. 
It did happen sometimes that the medium-term loans were 
used for short-term purposes or were sanctioned for purposes 
for which long-term loans would have been more appropriate, 
with reference to repaying capacity. One suggestion made 
in the note was that, as a broad approximation, as against the 
total repaying capacity of a cultivator at 50 per cent of his 
gross produce, 15 per cent might be assumed as the repaying 
capacity available for meeting the annual instalment of the 


medium-term loan. 


Answering a query of Prof. Karve as to the basis for the 
assumption, Shri Kasbekar said that it was only an ad hoc 
approximation based on a general appreciation of the total 
burden by way of repayment of credit which could reasonably 


be placed on the cultivator. 


Prof. Karve, however, expressed the view that any such 
relationship between produce and repaying capacity should 
not be laid down in an ad hoc manner but had to be based on 


preper scrutiny of each case. 
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Shri Kasbekar pointed out that the co-operative credit 
structure which dealt with short-term and medium-term 
agricultural credit did not have the capacity to make a sophi- 
sticated calculation in this regard for each cultivator on 
scientific lines and had to proceed on the basis of some broad 
and generally applicable estimates derived from averages. 
The problem was to determine how much of the total repay- 
ing capacity might be earmarked for a medium-term loan, 
while taking account of the distinction which had to be drawn 
between the expenses relating to maintenance or replacement 
of assets and those which might be considered as fresh invest- 
ment involving the creation of new assets on the farm. 


Prof. Gadgil expressed his fear that this approach might 
create difficulties in practice. The medium-term credit 
needs of cultivators related, in good part, to the maintenance 
and replacement of assets which was not likely to add to the 
repaying capacity and which had to be looked upon as a 
more or less periodic feature of the peasant economy. He 
did not see how any uniform assumption could be made in 
this regard as that would depend upon the asset to be replaced, 
whether it was a bullock or a well or a bund. At the most, 
in his view, one could only ask for a maximum limit to be 
placed on the size of medium-term loan which a cultivator 
could bear at a particular level of business. So far as medium- 
term loans of the other type, viz., those for fresh capital invest- 
ment were concerned, calculation of the addition to repaying 
capacity will be necessary on the basis of which the term 
and quantum of loan might be determined. If a general 
circular were issued by the Reserve Bank, specifying a parti- 
cular proportion of gross produce as the repaying capacity 
available for meeting the instalment of medium-term loan, 
the banks and societies might be placed in difficulties of the 


type described by Shri Johar as resulting from the imposition 
of a rigid and uniform formula. 


Recalling the experience in Maharashtra, Prof. Gadgil 
went On to point out that in the statement of crop loan policy 
in 1948, a distinction was drawn between short-term, 
medium-term and long-term loans and an attempt was made 
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in particular, to distinguish those purposes on which a larger 
outlay was necessary and which could, therefore, be repaid 
over a period of years. Term loans were related in amount 
to the value of land but land values had become utterly notio- 
nal in the absence of a free market in land. Land revenue 
as an indicator of the cultivator’s position had also lost its 
meaning. The only meaningful criterion in the circums- 
tances was the operating business of each cultivator but this 
itself was somewhat difficult to determine. Specifically, for 
each individual purpose, a decision will have to be taken as 
to the appropriate size of loan, its periodicity and so on. For 
instance, in regard to the loan for bullocks, it might be deter- 
mined as to how often the loans should be allowed and of 
what size they should be, and these might differ from area to 
area. The operational principles suggested in the agenda 
note might appear to be somewhat exact but could, in prac- 
tice, create many difficulties. 


Prof. Karve pointed out that such advice as the Reserve 
Bank might offer to the co-operatives from a national 
level had necessarily to be in conceptual terms so far as matters 
such as the purposes for which medium-term loans might 
be provided, their frequency, the various considerations to 
be kept in mind, etc., were concerned. Guidance on these 
lines might be conveyed by the Reserve Bank to state co- 
operative banks through a circular, but, if more detailed 
advice was to be given, it would be appropriate for an officer 
of the co-operative credit institution in the State concerned 
and an officer of the Agricultural Credit Department to sit 
together, study the local conditions in regard to all the relevant 
factors more carefully and then make recommendations. 
In view of the difficulty of devising any formula which lends 
itself to uniform application all over the country one ‘should 
not offer any general advice which will not yield satisfactory 
results in terms of substantial acceptance and implementation. 
Guidance on policy from the Reserve Bank was in order but, 
on operational aspects, advice had to be based on a study of 
the facts of each situation conducted in a co-operative and 
practical manner. 
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Answering Shri Saraiya’s query whether the medium- 
term loans were for replacement or for development, Prof. 
Karve clarified that both were contemplated and that loans 
for development would not be ruled out if the investment 
could be amortized in 3 to 5 years. 


Intervening, Shri Kasbekar pointed out that, in so far 

as a State-wise study was concerned, the Rural Economics 
Division of the Economic Department was going to under- 
take a survey. What the agenda note sought to deal with 
were the strictly practical difficulties which had arisen in the 
absence of appropriate guidance and suitable restraints. 
The tendency was to make medium-term loans merely 
because security was available and such lending was of no 
use if, as it turned out to be the case in many instances, the 
loans could not be repaid and had to be taken over by the land 
mortgage bank. It was imperative to stop such infructuous 
use of scarce medium-term resources. When these aspects 
of medium-term lending were pointed out to the co-operative 
banks, they invariably asked for a basis on which to determine 
the eligibility of the cultivator for such credit. It was proper, 
as Prof. Gadgil had stated, that the medium-term loan given 
to a cultivator should be related to the size of business of the 
borrower and the purpose of the loan. Generally, on this 
rough basis, the short-term loan was considered to be about 
one-third of the expected value of gross produce, though 
not for all crops He clarified that the present formula was 
not intended for uniform adoption everywhere. Im suggest- 
ing a proportion of 15 per cent the emphasis was not so much 
on that specific percentage as on the principle of relating 
eligibility for medium-term credit to the size of farming. 
Even where developmental loans were concerned, because 
of the exacting nature of lending by the land mortgage banks 
in the matter of procedure, valuation, delays, etc., there was 
a tendency to borrow medium-term loans even in cases where 

it might take about 10 years in actual practice to repay the 

loan, as this was an easier and quicker process and valuation 

of security tended to be more liberal. It did happen that in 

‘such cases the medium-term instalment was beyond the repay- 
ing capacity of the cultivator and the medium-term loans 
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became overdue. Though the surveys suggested would, no 
doubt, be conducted, some broad advice was sought to be 
given to the co-operative banks in view of the immediate 
need to make them conscious of the importance of taking the 
repaying capacity into account. Further, so far as lending 
for developmental purposes is concerned, some assessment of 
this kind might not be generally possible except for schemes 
financed by the Agricultural Refinance Corporation as the 
calculation of the resulting increase in repaying capacity was 
not an easy task and the technical knowhow required for the 
purpose had yet to be built up on any significant scale. 


Prof. Gadgil reiterated his view that the proportion of 
15 per cent suggested in the note might be very misleading 
and may result in people making various types of calculations. 
He did not see why the Reserve Bank should take up what 
was, in his view, a job for the co-operative banks. In 
Maharashtra, land mortgage banking was not well developed 
till recently and the short-term and medium-term structure 
had to consider the type of medium-term loans which could 
be provided for developmental purposes. It was merely 
laid down, as a working principle that no central bank should 
provide a medium-term loan if the loan could not be repaid 
in 3 years or if it was mere extension of existing business, ¢.g., 
the deepening of an existing well as distinguished from the 
sinking of a new well. He felt that certain broad considera- 
tions which were relevant should be taken into account, viz., 
the type and cost of development to be financed, certain 
monetary ceilings, extent of repaying capacity and the purpose 
of development, in determining whether a loan should be 
medium-term or long-term and also its quantum. The 
Reserve Bank ought to present an analytical note on this 
subject in a general way and help the co-operative banks to 
make the necessary calculations. He thought that the Bank 
should not take wp the job of even conducting the surveys 
which should be best left to the state co-operative bank 
concerned. The Reserve Bank would, however, be welcome 
to go into the work of the co-operative banks on these lines and 
advise them on the basis of its general approach. He also 
added that there would be no point in taking eligibility 
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alone into account as there were other equally relevant consi- 
derations, e.g., whether a cultivator already had an out- 
standing bullock loan and so on. 


Dr. Datey pointed out, in this connection, that in practice 
the co-operatives tended to advance large medium-term loans 
merely on the ground that they were secured. 


Prof. Gadgil stated that it was only necessary to make it 
clear that the purpose was important and not the security. 


Giving the background to the approach presented in the 
agenda note, Shri Chatterji referred to the report of the 
Functional Committee of the National Co-operative Deve- 
lopment Corporation in regard to the co-ordination of short- 
term, medium-term and long-term loans, which had found 
that there was no consistency in policy in this regard as 
between different States. The same purpose qualified for a 
medium-term loan in some States and long-term loans else- 
where.- There were also difficulties presented by the cultiva- 
tor's inability to repay the loan in 3 to 5 years in cases where 
the holding was relatively small. It was for this reason that 
the Committee had suggested that the repaying capacity 
should be taken into account. The purpose of the loan was 
not a sufficient indicator in this respect as for the same purpose 
one cultivator might be entitled to a medium-term loan while 
another might need a long-term loan. Once the cost ofa 
project was known, what had to be considered was whether 
a particular. cultivator could repay the loan within 3 to 5 
years. Since all repayments would have to come from out 
of the total repaying capacity of 50 per cent, it was necessary 


to assume that some specified share of it would be available 
only for medium-term purposes. 


Shri Saraiya asked whether this would not result in 
encouraging the farmer to borrow medium-term loans. 


Prof. Gadgil reiterated that it was not necessary to lay 
down a specific proportion such as 15 per cent and that it 
would suffice if co-operative banks were advised to take 
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repaying capacity also into account in making medium- 
term loans. 


Shri Kasbekar felt that if there was no such demarcation, 
there might be a tendency to obtain an unduly large propor- 
tion of medium-term loans as had apparently happened in 
Orissa and Madras. In the case of some banks, this resulted 
in the medium-term loans being far in excess of the available 
medium-term resources, 


Answering the Chairman's query whether this had 
affected the current agricultural production, Shri Kasbekar 
stated that, in such cases, ostensibly, no demand for short- 
term credit was supposed to exist. Though some medium- 
term purpose or the other was indicated against each of the 
medium-term loans, much significance could not be attached 
to it as proper care was not exercised in making such loans 
and the machinery for supervision was inadequate. 


The Chairman, however, expressed his doubts as to 
how far bad management of credit in this manner could be 
corrected by a formula specifying uniform percentages. 


Prof. Gadgil pointed out that the unsatisfactory state of 
affairs in one State should not result in issue of a circular 
to all the States on the lines proposed. 


Shri Kasbekar, however, expressed the fear that a mere 
general exhortation that repaying capacity should be taken 
into account in making medium-term loans, might not help 
to ensure that sound policies in this regard were followed in 


practice. 


Prof. Gadgil stated that, in his view, the Reserve Bank 
could not substitute its own efforts for efficient operation 
by the co-operative banks as there were limitations to what 
the Bank could do. At the most, the officers of the Reserve’ 
Bank in the States — who were on the spot — could go 
into all the relevant details and offer helpful criticism in. 
regard to such criteria as might be fixed in the States. 
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Intervening at this stage, Shri Bhide stated that while 
he agreed that there were difficulties in laying down any 
fixed percentage of repaying capacity as related to the eligi- 
bility for a medium-term loan, there were certain practical 
reasons why some indication of rational policy in this regard 
by the Reserve Bank had become necessary. His experience 
was that the applications sent by the States for medium-term 
loans included, in many cases, loans for sinking of wells which, 
in several cases, cost fairly large amounts such as Rs 4,000 
to Rs. 5,000 and which, it was claimed, could be repaid within 
3 to 5 years by cultivators of all strata. As Shri Kasbekar 
had pointed out, there had been a tendency to give medium- 
term loans instead of long-term loans for purposes for which 
the latter were really justified and, further the cultivators 
preferred to take medium-term loan even in the place of the 
short-term loan in view of the convenience in repayment. 
It was, therefore, necessary to classify the medium-term 
purposes into those for replacement and maintenance and 
those for the creation of new assets and to indicate that, with 
reference to repaying capacity, the financing of certain types 
of investment in certain areas should be undertaken only 
by the land mortgage banks by the provision of long-term 
loans, though the details may be left to be worked out by the 
apex and central co-operative banks of the State. 


Answering Shri Saraiya’s query whether the Agricultural 
Refinance Corporation was to undertake the provision of 
medium-term credit, Shri Bhide stated that though its statute 


permited it to take up this business the Corporation had not 
so far undertaken such financing. 


Shri Saraiya alluded to the reference made in the note to 
various schemes of rural electrification, etc., which were sup- 
posed to offer scope for the provision of medium-term loans by 
the Agricultural Refinance Corporation and stated that it 
gave the impression that these schemes were already under 
consideration or were forthcoming. He felt that it was un- 
realistic to give very much attention to miere possibilities. 
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Concluding the discussion, the Chairman observed that 
the consensus of opinion seemed to be in favour of some broad 
indication being given to the various State Governments and 
co-operative institutions as to the principles with reference to 
which medium-term loans for agricultural purposes might be 
provided and that the relevant factors such as the nature of 
purpose, cost of the proposed investment, the criterion of 
repaying capacity, the periodicity of the operation, etc., should 
be taken into account. He suggested that the Agricultural 
Credit Department might prepare a draft circular to be issued 
to the state co-operative banks on these general lines and place 
it before the Committee at its next meeting. 


While broadly approving the considerations set out in the note as 
relevant in the provision of medium-term loans for agricultural purposes 
by the co-operative credit structure, the Committee recommended that the 
Agricultural Credit Department might prepare a draft circular, for con- 
sideration by the Committee at a future meeting, which would indicate 
these broad considerations to the co-operative banks. 


ITEM THREE -—GOVERNMENT GUARANTEE FOR DEPOSITS OF 
CO-OPERATIVE BANKS 


Initiating the discussion, the Chairman pointed out 
that the immediate problem related to the reply to be given 
to the Government of Madras regarding their request for 
permission to increase the limit of guarantee for certain types 
of deposits of state and central co-operative banks in the State. 
Replying to a query of Shri Majumdar whether the State 
Government were agreeable to withdraw the guarantee scheme 
in the event of deposit insurance coming in, he added that 
this position had not been unambiguously stated and invited 
Shri Appandarajan to apprise the Committee of the State 
Government’s views in this regard. 


Shri Appandarajan observed that while it was not neces- 
sary for him to go into the circumstances under which the 
State Government had decided initially to guarantee the 
fixed deposits with a maturity of 3 years and more, of the state 
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and central co-operative banks, he would emphasize that the 
need to continue this guarantee arose from the fact that the 
deposits from the public of three other comparable institutions, 
viz, the Madras Industrial Investment Corporation, the Hand- 
loom Finance Corporation and the State Industrial Co-opera- 
tive Bank, were supported by Government guarantee. If the 
guarantee given to the co-operative banks were alone with- 
drawn at this stage, it was feared, that the public would get 
the impression that Government did not have sufficient con- 
fidence in these banks and this might not only affect new 
deposits but also lead to a withdrawal of the existing deposits. 


The Chairman explained, in this connection, that the 
position of the Industrial Investment Corporation was different, 
in more than one respect, as its statute did not permit it to 
accept deposits for periods of less than one year and further 
provided for a Government guarantee of its deposits. He 
enquired if the State Government had given thought to the 
implications from the point of view of the cost of borrowing 
of the shift to fixed deposits from current and savings deposits 
which had been encouraged by the Government guarantee, 
and asked if there was any justification for a concessional rate 
of interest being charged on accommodation from the Reserve 
Bank, uf the co-operative banks were to raise their deposit 
resources at 5% per cent. He further added that so far as 
the Handloom Finance Corporation was concerned, its posi- 
tion was somewhat similar to that of the Industrial Investment 
Corporation and it was also not likely to be covered by the 
Deposit Insurance Corporation. As far as the State Industrial 
Co-operative Bank was concerned, its position was not different 
from that of the other co-operative banks. - 


Shri Appandarajan pointed out that all the co-operative 
banks had reached the limit up to which their deposits 
had been guaranteed and would not, therefore, be in a posi- 
tion to continue accepting deposits of the guaranteed cate- 
gory unless the guarantee limit was raised. 


The Chairman said that in the circumstances the problem 
was to find a solution if possible to ensure that the co-operative 
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banks did not suffer in the period which might elapse before 
the Deposit Insurance Corporation’s operations were extended 
to co-operative banks. It had to be noted that, at the same 
time the State Government had not been agreeable to those 
steps which were necessary for such extension to materialise. 


Prof. Karve stated that the whole problem had to be 
viewed against the basic intention underlying policy in this 
sphere, viz., that the co-operative banks should develop as 
genuine, banking, professional concerns, supported institu- 
tionally, Ce, with the Deposit Insurance Corporation (and 
not someone outside the institutional structure like the Govern- 
‘ment) taking care of the risks. Government should help 
co-operative banks to grow on their own. The objection to 
the present guarantee was similar to that taken to taccavi 
in the total picture of institutional agricultural credit. The 
provision of a Government guarantee would seem to dub the 
co-operative banks permanently as infra-marginal institutions 
which could not take a position alongside commercial banks. 
Reliance on Government guarantee for this purpose would 
stand in the way of co-operative banks assuming a status 
comparable to the commercial banks. ‘Therefore, he would 
suggest that the co-operative banks in Madras as also similar 
institutions elsewhere, should take advantage of the common 
institutional arrangements for deposit insurance which had 
been devised for all banks. 


Shri Appandarajan indicated that it was more or Jess 
definite that Government guarantee would be withdrawn 
once the insurance of co-operative deposits came into force. 
Though he could not say for certain his impression was that 
the State Government might be agreeable to the steps neces- 
sary for the extension of deposit insurance to co-operative 
banks. 


Shri Kasbekar explained, in this connection, how the 
provision of the Government guarantee had distorted the 
pattern of deposits of central co-operative banks in the State 
where the proportion of fixed deposits had gone up to 49 per 
cent of the total as compared to 23, 37 and 32 in Maharashtra, 
Gujarat and all-India respectively. 
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Prof. Gadgil stated, at the outset, that it was not easy 
for him to express an opinion on this problem as he had no 
direct knowledge of the conditions in Madras. He referred, 
in this connection, to the somewhat extreme view which he 
had taken, viz., that the apex and central co-operative banks 
which had been State-partnered did not need any insurance 
of deposits even if commercial banks’ deposits were so insured. 
The general attitude of the co-operative banks in Maharash- 
tra was that they should not be obliged to the State 
Government for any such support. In fact, even the 
Government guarantee in respect of accommodation pro- 
vided by the Reserve Bank for financing the co-operative 
credit structure in Marathwada was not liked and steps were 
being taken for giving it up as rapidly as possible. Despite 
the absence of any guarantee or insurance, the deposits of the 
apex co-operative bank had gone up from Rs 30 crores to 
Rs 40 crores in the last two years. In part, this was because 
only the co-operative urban banks seemed to be affected by 
the competition of the commercial banks but not the apex 
and central banks. The contention of the Government of 
Madras in so far as it pertained to the specialised institutions 
hke the Industrial Investment Corporation and the Hand- 
loom Finance Corporation, was not valid because these in- 
stitutions did not really offer much competition for deposits. 
Further, the guarantee for deposits of 3 years and over for 
banks whose business was essentially in loans for periods far 
short of 3 years, appeared to distort the general picture of in- 
terest rates, especially if one took into account the Government 
of India's insistence on special rates for long-term loans. 
No doubt a special problem had been created and had to be 
faced because the Government of Madras had gone ahead and 
taken the step of guarantecing the deposits. The only way 
out would be to get the co-operative deposits to be covered 
by the Deposit Insurance Corporation. Any attempt to 
meet this situation by an extension of the limits for guarantee 
when they were reached would only further aggravate the 
distortion which ought to be frozen at some stage or the 
other. It was also necessary in this connection, to take into 
account the interest of the co-operative banks in keeping the 
lending rates low, as these rates were likely to go upeif the 
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resources raised by way of fixed deposits carrying high rates 
were utilized for making loans to the cultivators. 


Prof. Karve enquired as to the basis on which a floor 
of interest rates was stipulated with reference to the guarantee, 
as it had been specified that the guaranteed deposits should 
carry interest at 5 per cent or more. 


Shri Appandarajan indicated that stipulation of a 
ceiling was also being contemplated and that the Govern- 
ment trusted to the good sense of the co-operative banks not 
to raise the rates unduly. 


Shri Bhide emphasized that the increase in the limit 
for the guarantee of fixed deposits might only result in a 
further conversion of short-term deposits into medium-term 
deposits and, with an increasing use of such resources, the 
cost of borrowing would go up. He asked what the position 
of the creditors, borrowings from whom had not been gua- 
ranteed would be, if the depositors alone were to be offered 
this protection. 


Answering a query of the Chairman, Shri Appandarajan 
stated that the rates of interest offered by the co-operative 
banks were comparable to those of the commercial banks. 


Shri Chatterji took the view that in the circumstances 
in which the co-operative banks in Madras found themselves 
placed, he would not object to what the Government of 
Madras was proposing to do. If there was no objection to 
the Government contribution of share capital to co-operative 
banks and the extension of special patronage in the form of 
deposits of quasi-Government institutions, he could not see 
why objection should be taken when the guarantee of Govern- 
ment was sought to be given only till deposit insurance on an 
. Institutional basis was introduced. The most critical need 
of the co-operative banks in the immediate future was to 
raise as much of resources as possible and, from this point 
of view the action of the Government of Madras was justified. 
Whatever might have been the experience of Maharashtra, 
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it could not be assumed that institutions in other States- were 


strong enough to raise their deposits to higher levels without 
the support of Government. 


Remarking that Shri Chatterji had raised a fundamental 
point, Prof. Gadgil emphasized that it was not merely a 
question of making more resources available for, then, they 
could be provided by the Government, borrowing from 
market. What was important was that the co-operative 
banking structure should be so built up as to be ablé to ‘tap 
these additional resources from the community. 


Shri Chatterji agreed that this was the ideal position 
to be reached ultimately but it had to be realised that at 
the moment, the co-operative banks were weak and were being 
supported by State Governments with contribution to share 


capital, deposits of quasi-Government institutions and sub- 
sidies out of public revenue. 


Prof. Gadgil stated that the contribution of Cover, 
ment to the share capital of co-operative institutions was 
for providing the financial base for expanding operations 
and stated that attraction of deposits was not a mere ques- 
tion of resources and it was not proper that the aid of 
Government should be sought for inspiring public confidence. 


Shri Chatterji asked why there should be an objection 
to the guarantee of deposits by Government when the Reserve 


Bank could insist on such guarantee for its own credit limits 
in certain States. 


The Chairman said that, if the Government of Madras 
really wanted to help the co-operative banks, they should 
have guaranteed deposits of less than 3 years as it would 
help to keep down the cost of funds in the co-operative systèm. 


Shri Chatterji observed that if the objection was. that 
the short-term deposits had not been guaranteed the Govern- 
ment of Madras might be willing to guarantee them too: 
It had also to be noted in this connection that the co-operatives 
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in Madras were keeping the lending rate to the cultivator at 
the lowest level in the country. If the co-operative banks 
in Madras wanted to strengthen themselves at this stage 
and later do without Government guarantee, they might be 
allowed to do so. 


Answering a query of Shri Appandarajan in regard to 
the implications of such guarantee on the ability of Govern- 
ment to borrow, the Chairman observed that the Industrial 
Investment Corporation had been advised that it could not 
accept deposits from the Life Insurance Corporation, com- 
mercial banks, etc., but only from individuals. He went on 
to say that he was doubtful if the Government guarantee had 
led to any higher increase in fixed deposits from individuals 
as compared with the increase in such deposits in other areas. 


Shri Saraiya asked whether the distortion caused by 
the guarantee of the Government of Madras in the rate 
structure in the money market had been examined. 


Shri Bhide feared that this step of the.Government of 
Madras might lead other States to follow with similar 
measures and if the co-operative banks were to raise their 
working funds at high rate of interest in this manner, he 
did not see any reason why concessional finance from the 
Reserve Bank should be continued. 


The Chairman stated that if the guarantee of the 
Government was infructuous, it would affect the. prospects 
of co-operative banks standing on their own feet even in 
the long run. He felt that what the Madras Government 
was doing went against all the long-term policies for the 
development of co-operative banking. 


Prof. Gadgil pointed out that the deposits of co-opera- 
tive. urban banks were more vulnerable in. this context but 
they had not been guaranteed. 


Prof. Karve remarked, in this connection, that till very 
recently in various discussions of development of co-opera- 
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tive banking, Madras and Bombay used to be classed together, 
Steps such as those taken by the Government of Madras, 
he feared, would place that State in a category by itself. 


The Chairman stated that the consensus of the Com- 
mittee appeared to be that Government guarantee was not 
appropriate as a measure for protecting the deposits of the 
co-operative banking system and any increase in the limits 
of such guarantee was, therefore, not favoured. If the State 
Government was agreeable to the steps necessary for the 
extension of deposit insurance to co-operative banks, it might 
be possible to bring about this development at a very early 
date by an amendment to the legislation already before the 
Parliament being sponsored for the purpose. 


Shri Appandarajan said that if the guarantee limit was 
not extended, additional deposits may not come in as the 
existing deposits matured, 


The Chairman said that this was the position to which 
the co-operative banks in Madras had been reduced as a 
result of Government guarantee. Ifthe public were willing 
to keep the deposits of other types with these co-operative 
banks without any Government guarantee, there was no 
reason why they should show such reluctance only. in regard 
to a particular category of fixed deposits. 


Shri Saralya enquired if State Governments had not 


been advised in regard to the limits upto which their guaran- 
tees could be provided. 


The Chairman observed that except for a few States, 
the majority had not gone to the State Legislatures for fixing 


financial limits for guarantees to be issued by them, as envis- 
aged in the Constitution. 


1 he Standing Advisory Committee generally approved of the consi- 
derations urged in the agenda note and recommended that the Reserve 
Bank might advise the Government of Madras against the proposed in- 
crease in the limits up to which deposits with the state and central co- 
operative banks might be guaranteed by them. 
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Shri Chatterji, at this stage, referred to an earlier re- 
commendation of the Committee suggesting that a repre- 
sentative of the Reserve Bank and one from the Ministry of 
Community Development and Co-operation should make a 
joint visit to Tripura to study the co-operative movement in 
that Territory and make recommendations and stated that 
he had received a further communication from the State 
asking for an early visit. He indicated that he would try 
to visit Tripura along with Shri Kasbekar at an early date. 


Shri Chatterji also referred to a communication issued 
by the Central Warehousing Corporation on the basis of 
the circular of the Finance Ministry which had suggested 
that all quasi-Government funds should be kept in deposit 
with the State Bank of India in preference to other com- 
mercial banks and proposed that steps should be taken to 
clear up the confusion caused by this to the detriment of the 
interests of co-operative banks. 


The Chairman explained that the matter had already 
been taken up with the Finance Ministry so that the instruc- 
tions which had been intended mainly to favour the State 
Bank of India in preference to commercial banks, would not 
operate in practice against the co-operative banks. 


